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PLAINTIFF 


FROS*, EDWARD GINSBE RG, NOAH ERG, AINT 
JOHN W. HURLEY, ALLAN LAZAROF NFORD __TRIAL 
L. ROSENBERG, HEINZ SCHNEIDER, ROBERT B. 

SEGAL, MARTIN UNGER, AARON RAUB, 

HARRY WEINTRAUB, SANITAS 


CORPORATION and ARTHUR ANDERSEN & CO., 


Defendants. 


Plaintiff, by his attorneys, 
complaining of defendants, alleges upon information and 
belief, except as to paragraph 5, which is ‘alleged upon 


knowledge 


JURISDICTION, VENUE AND 
NATURE OF ACTION _ 


1. This Court has jurisdiction of this action 
under Section 27 of the Securities Exchange Act of 1934 (the 
"Exchange Act") 15 U.S.C. §78aa as amended, and the principles 
of pendent jurisdiction. 

2. The claims alleged herein arise under the 
Exchange Act, and in particular Section 10(b), tue rules and 
regulations of the Securities and Exchange Commission pro- 
mulgated thereunder, < 4 common law principles. 

3. The acts complained of herein occurred in sub- 


stantial part in the Southern District of New York. 


3A. 


4. In connection with the acts, conduct, and 
other wrongs complained of herein, the defendants, directly 
and indireccly, used means and instrumentalities of interstate 
commerce and the mails. 


PARTIES 


5. Plaintiff, Jay Handwerger, is an individual 
residing at 486 Huron Road, Delmar, New York. Plaintiff pur- 
chased $5,000 principal amount of convertible debentures of 
defendant Sanitas Service Corporation ("Sanitas") on or 
about January 23, 1973. 

6. (a) Defendant Sanitas is a corporation in- 
corporated under the laws of the State of Connecticut and has 
its principal place of business at 151 Walnut Street, Hartford, 
Connecticut. 

(b) Defendant Arthur Andersen & Co. ("Andersen") 
was and is a firm of certified public accountants, with a 
place of business in the Southern District of New York. Andersen 
was the auditor for defendant Sanitas during the period of the wrongs 
alleged herein, provided various financial services, and 
rendered unqualified opinions with respect to various financial 
statements of Sanitas, including the statements appearing in 
Sanitas' Annual Report for the year ending June 30, 1972, 
as described herein. 

(c) At all times material hereto, the 
individual defendants were directors and/or officers of 
Sanitas. | 

(d) The individual defendants were at all 
times material hereto controlling persons pursuant to §20 


of the Exchange Act, 15 U.S.C. §78t. 


4A 
CLASS ACTION ALLEGATIONS 


7. Plaintiff is representative of a class as 
defined by Rule 23 of the Federal Rules of Civil Procedure 
and brings this action on behalf of himself and the entire 
class. This suit is properly maintained as a class action 
under Rules 23(a), 23(b)(1)(b) and 23(b) (3) of the Federal 
Rules of Civil Procedure. 

8. The class consists of all persons who purchased 
securities of Sanitas between June 30, 1972 and June 30, 1973, 
during which period the prices of said securities were arti- 
ficially inflated because of fraudulent misrepresentations 
and omissions as more fully alleged hereinafter and who were 
damaged by subsequent decline in said prices when the true 
facts were disclosed. During this time, Sanitas had approxi- 
mately 8,300,000 shares of common stock and $8,200,000 in 
convertible debentures outstanding, which were held by 
thousands of security holders throughout the country. Sanitas 
securities were traded at all relevant times on the American 
Stock Exchange. The class consists of many thousands of 
persons damaged by defendants' misrepresentations and omissions. 

9. Plaintiff is an adequate representative of 
the class because he sustained damages and has the same in- 
terests as all the members of the class and he and his counsel 
will fairly and adequately protect the interests of the class. 

| 10. There are questions of law and fact common to 

the ciass, which predominate over any questions solely affecting 
individual members of the class. Among the questions of law 


and fact common te the class are: whether defendants participated 


OA 
2 
in, conspired to, or aided and abetted the dissemination 
of false and misleading statements; whether defendants omitted 
to state material facts necessary to make other statements 


issued by them not misleading, the duty owed by defendants 


to members of the class; the resulting liabilities of defendants; 


the measure of damages, and the materiality and market impact 
of the challenged statements. 

11. Class action is superior to other available 
means for the fair and efficient adjudication of the 


controversy. 


SUBSTANTIVE ALLEGATIONS 


12. Sanitas' Annual Report for the year ended 
June 30, 197.2, and the financial statements contained therein, 
materially overstated Sanitas' profits, net assets and pro- 
spects, and were false and misleading in at least the fol- 
lowing respects: 

(a) They improperly reported (as a “sub- 
sequent event") the purported sale of the net assets excluding 
land, buildings and related mortgage of Sanitas' Economy Linen 
Service Division ("Economy Linen") and failed to disclose 
that said purported sale was merely a subterfuge to give the 
appearance that Sanit would suffer no further losses from 
ownership of Economy Linen. In fact, Sanitas continued to 
bear the risk of an unfavorable final disposition of Economy 
Linen. 

(b) They variously reported that Economy 


Linen was sold to "a group of stockholders which includes 
the President of the Corporation, nine other members of the 


Board of Directors, and certain other stockholders", and 
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"to a partnership which includes several Sanitas officers 
and directors", without disclosing (1) that the sale was 
actually made to a limited partnership in which the afore- 
mentioned persons were merely limited partners with limited 
capital and limited liabilities; and (2) that the general 
partner was a corporation without substantial assets. Such 
reporting misrepresented that the buyer was financially re- 
sponsible and that the individual Sanitas officers, directors 
and stockholders participating in the purchase were financially 
responsible for all the obligations of the purchasing partner- 
ship. 

(c) They improperly established or reflected 
an inadequate provision for loss to be sustained on the sale 


of Economy Linen, in the amount of $2,729,248. In fact, the 


loss actually sustained upon the ultimate disposition or liquida- 


tion of Economy Linen was in excess of $5.6 million including 
the $1 million working capital advance described in subparagraph 
(d) below. 

(d) They failed to disclose that in connection 
with the sale of Economy Linen, the purchasers received the 
benefit of and agreed to repay to Sanitas a $1 million working 
capital advance by Sanitas, which was equivalent to the so- 
called down payment of $1 million described in the 1972 Annual 
Report. 

(e) They failed to disclose the doubt ful 
collectibility of the aforementioned $1 million cash advance, 
and the $1,615,569 promissory note received by Sanitas as 


partial consideration for the sale of Economy Linen. 


ee 
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13. Sanitas' interim reports for the three months 
ended September 30, 1972 and the six months ended December 31, 
1972, each-reported "Results from Operations" which materially 
overstated Sanitas' profits, and were false and misleading in 
at least the following respects: 

(a) They failed to reflect the doubtful 
collectibility of the $1,000,000 cash advance and $1,615,569 
promissory note received by Sanitas in partial consideration 
for the Economy Linen sale, and failed to satabldeh adequate 
provisions for loss thereon. 

(b) They ‘improperly failed to reflect an 
adequate provision for loss to be sustained on the Economy 
Linen sale. 

(c) They improperly failed to reflect con- 
tinuing operating losses of the Economy Linen, despite the 
fact that Sanitas continued to bear the risk of an unfavorable 
final disposition of said Economy Linen. 

14. The aforementioned treatment of the sale of 
Economy Linen was similarly disseminated by defendants in 
press releases and other pronouncement from June 30, 1972 to 
June 30) 1973: 

15. The statements referred to in paragraphs 12, 
13 and 14 hereof were false and misleading in that they con- 
tained various untrue statements of material facts and omitted 
to state other material facts necessary in order to make the 
statements made not misleading in light of the circumstances 
under which they were made. In issuing them, defendants 
employed devices, schemes and artifices to defraud, and en- 
gaged in acts, practices and a course of business which operated 
as a fraud and deceit upon plaintiff and other members of the 


class. 
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16. The financial statements in the report re- 
ferred to in paragraph 12 were certified by Andersen. The 
items so certified failed to properly and fairly report the 
assets, earnings and business of Sanitas. 

17. The reports referred to in paragraphs 12, 13 
and 14 hereof were disseminated by Sanitas to its security 
holders, the press, brokers and dealers, financial research 
organizations and financial institutions, and the public. 


18. Each of the defendants conspired to, effected, 


participated in, and/or aided and abetted the issuance of 
the aforementioned false aud misleading statements, reports 


and filings. 
19. Each of the defendants knew or should have 
known that the aforementioned reports and statements were 
false and misleading, and contained material omissions or was 
aware of facts which 


put said defendants on notice, or was 


recklessly negligent in not ascertaining such facts. 


es . 
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20. As a result of the dissemination of the 
gh Pa. | at ade 1: : oe ac aes OS hie 7 } ah pa . eat nes 
taise and misleading nformation and the failure to disclose 


material facts, as set forth above, the market price of Sanitas' 


securities was artificially inflated during the period between 
June 30, 1972 and June 30, 1973. In ignorance of the falsity 
of the reports and statements described above, plaintiff and 


the other members of the class relied, to their damage, on the 


integrity of the market prices of Sanitas securities during 
the said period in purchasing their securities. 

21. Plaintiff and members of the class have suffered 
substantial damages as a result of the wrongs herein complained 


of by selling securities so purchased at a loss and/or by holding 


securities atmarket prices lower than their purchase price. In 


SA ‘ 
addition, because of the acts complained of, the Securities and 
Exchange Commission has suspended trading in Sanitas securities, 


to the detriment of plaintiff and other members of the class. 


WHEREFORE, plaintiff prays for judgment: : 
(a) Awarding plaintiff and all members of the 
class damages for wrongs herein complained of; 
(b) Awarding plaintiff the costs and expenses of 
the litigation, including reasonable counsel and accounting 
fees: and 
(c) Granting such other and further relief as may 
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be just. 


MILBERG & WEISS 
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ANSWER OF DEFENDANT ARTHUR ANDERSEN & CO., DATED FEBRUARY 19, 197 
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| UNITED STATES DISTRICT COURT 


|} SOUTHERN DISTRICT OF NEW YORK 


JAY HANDWERGER, 


Plaintiff, 


73 Civ. 4832 
i -against- : (M.1I.G.) 


CHARLES GINSBERG, JR., DAVID $ ANSWER OF DEFENDANT 
WEINTRAUB, ABRAHAM WEINTRAUB, ARTHUR ANDERSEN & CO. 
ALAN R. CARP, JAMES P. SANDLER, til a A vd aac 
A. THEODORE BARRON, STANLEY 

FROST, EDWARD GINSBERG, NOAH 

GOLPBERG, JOHN W. HURLEY, ALLAN 

LAZAROFF, SANFORD L. ROSENBERG, 

HEINZ SCHNEIDER, ROBERT B. SEGAL, 

MARTIN UNGER, AARON WEINTRAUB, 

HARRY WEINTRAUB, SANITAS SERVICE 

CORPORATION and ARTHUR ANDERSEN 

& CO... 


Defendants. 


ve ines oo in Sb RN Ok ene nigh tne aah anan en grmban on aa 5e 


Defendant ARTHUR ANDERSEN & CO. ("Andersen"), by its 


attorneys, BREED, ABBOTT & MORGAN, for its answer to the com- 


| It denies the avewments of paragraphs 1 and 2, 
except admits that plaintiff has instituted this action in pur- 
norted reliance on the statutes of the United States therein 


set forth, and common law principles. 
ae It denies the averments of péeré ,raphs 3 and 4. 


: It is without knowledge or information suffi- 
cient to form a belief as to the truth of the averments of 


paragraph 5. 


} 4. It admits the averments of paragraph 6(a). 


11A 


5 It denies the averments of paragraph 6(b), except 
admits that it is a firm of independent public accountants, that 
from time to time it rendered certain professional services to 
defendant Sanitas Service Corporation ("Sanitas"), in accordance 
with its engagement, and that it expressed an opinion with re- ! 


spect to the financial statements of Sanitas for the fiscal year 


| 
ended June 30, 1972, which appeared in the 1972 Annual Report 
of Sanitas covering such fiscal year. 


6. It admits the averments of paragraph 6(c). 


we It is without knowledge or information suffi- 
cient to form a belief as to the truth of the averments of 


paragraph 6(d). 


8. It denies the averments of paragraphs 7 through 
11, and will set forth its position with respect thereto in 
response to the motion required to be made by plaintiff pur- 


Suant to Civil Rule 11A, subdivision (c). 
9. It denies the averments of paragraph 12. 


10. It denies the averments of paragraphs 13, 14 
and 15, insofar as they may purport to relate to Andersen or 
to audit work performed by Andersen, or to the opinion expressed 
by Andersen appearing in the 1972 Annual Report of Sanitas. To 
the extent Andersen is not referred to in said paragraphs, it 


is without knowledge and information sufficient to form a 


belief as to the truth of the averments of said paragraphs. 


admits that it expressed an opinion with respect to the finan- 


ll. It denies the averments of paragraph 16, except | 
| 

cial statements appearing in the 1972 Annual Report of Sanitas. 
| 


12. It denies the averments of paragraph 17, insofar 
as they may purport to relate to Andersen. To the extent 


Andersen is not referred to in said paragraph, it is without 


knowledge or information sufficient to form a belief as to the 


truth of the averments of said paragraph. 


13. It denies the averments of paragraphs 18 thrcujh 


21. 


FIRST DEFENSE 


The complaint fails to state a claim upon which 


relief can be granted against Andersen. 


SECOND DEFENSE 


Andersen, from time to time, was requested by Sanitas 

to render certain professional services in accordance with its 
engagement. Andersen, in making or causing to be made from time 
to time, in the course of its said services, any statement which. 
may have been contained in any report or document ed with the 
Securities and Exchange Commission pursuant to the Securities 
Exchange Act of 1934, as amended, or any rule or regulation aid 
under, acted in good faith, and had no knowledge that any such ' 


statement was at the time and in the light of the circumstances 


' 
' 
} 
| 
' 
| 
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under which it was made, false or misleading with respect to 


any material fact. 


THIRD DEFENSE 


To the extent that any part of the 1972 Annual Report | 


| of Sanitas, which relates to a matter which is part of the 


claim sought to be alleged against Andersen, may be found to 


be untrue or to constitute material omissions, plaintiff knew 


or in the exercise of reasonable care or diligence could have 


known, of such untruth or omission. 


FOURTH DEFENSE 


There is no causal relationship between the alleged 
wrong complained of and the claimed injury, Damage, if any, 
sustained by plaintiff was due to causes other than the matters 


alleged in the complaint. 


WHEREFORE, defendant Arthur Andersen & Co. demands 
judgment against plaintiff, dismissing the complaint, together 
with the cost and disbursements of this action, including } 
attorneys' fees. 
Dated: New York, New York 


February 19, 1974. 
BREED, ABBOTT & MORGAN 


| By 
EDWARD J. ROSS 
Of Counsel, 


1 Chase Manhattan Plaza | ) 


Charles W. Boand, Esq. New York, New York 10005 
| Wilson & McIlvaine Attorneys for Defendant | 
135 South LaSalle Street Arthur Andersen & Co. 


Chicago, Illinois 60603 Telephone No. (212)-944-4800 | 


EXCERPTS FROM DEPOSITION OF JAY ROBERT HANDWERGER, 
HELD ON MAY 7, 1974 
14A 


8 1 Handwerger 
; > h, 486 Huren Road, Delmir, New York. 
| P 3 MR. SENN: Before I start, may I make a 
R 4 statement on the record that we have moved to 
| 4 8 withdraw as counsel for A. Theodore Barron, 
| r 6 a defendant in this action, and all of his rights 
| “ 7 with respect to this deposition are reserved. 
| : 8 MR. SPECTHRIE: I don’t want there to be 
; 9 any contention at some point that he was not 
M 10 represented at the deposition; that we went 
: rT ahead without all the parties. 
* 12 MR. SENN: I have corresponded with his 
<p counsel who have informed me that they will not 


=-i 
_ 
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attend. I have discussed this with Mr. Bershad. 
MR. SPECTHRIE: He has notice of the 
deposition and is not going to be here? 
MR. SENN: ‘That is right. 
MR. SPECTHRIE: All right. 
BY MR. SENN: 
Q Could we start by your giving us your 
educational background? 
A I atzended New York University School of Commerce 
and gredvated in 1955; and attended the School of Law 
of New York University and graduated in 1958. 


A) 


Q In 1958 did you become employed? 


QOz-ADOVED AYPWOO 
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25 


Handwerger 5 


A Yes. 15A 
Q By whom? 
A I became employee by kKreindler & Kreindler in 


New York City. 

Q What is the business of Kreindler & 
Kreindcler? 
A They were basically in the litigation field 


relating co negligence. 


Q This was a law firm? 
A Yes. 
Q How long were you with this firm? 
A About a year and a half to two years. 
Q Then what did you do? 
A I went to work for Gordon, Brady, Caffrey & 


Keller, a law f!-m in New York City. 

Q Did you specialize in any particular area 
with that firm? 
A I did genorail work, but I would say most of my 


work was in the litigation area. 


Q How long were you witn this firm? 
A Two to three ye.vs. 

Q That brings us up to '62-'63? 
A "62 

Q Vl ere did you go to work then? 


Qe Ca Ore ee eee en 


Handwerger 16A §& 
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A I went to work for a very brief period for 
| 


K 3 Investors Funding Corporation. That was about a 
, 4 two-month stint, a real estate corporation. 
6 5 2 What were yvour duties there? 
2 
v G A Jugt general work. 
j 
i 7 Legal work? 
ao 
2 
Lemat. 
1 8 A RI t's 
5 ‘ ar 
9 g ci Poliowinog that, by thom were you employed? 


A the “tabe University Construction Fund. I was 


al 
—_ 


10 


i appoirted their counsel in 1962. 


» {962 


Q Are you still with them? 


cS 
~~” 
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-? 7 ea ie | 
o = ea 
fh ¥os, I stiil am. 


rio 


6) Stiil as counsel? 


A io counsel and also as manager of fiscal affairs. 


you huve 60 finance this Litigation? 
MR. SPRCTARIE: I object to the question 
On ine ztround thas I do not think that you are 
envisied to go into thie witness' entire financial 
20 
rou wisk to inquire as to his earnings, 
uo vo whether he willl be eble to finance the 
Ants of this Litigation, you may do so; but I 


aray chink hie entire financial situation is 


| 
| 
| 
| C Ne. Hand-ergor, how much of a fund do 
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Handwerger 17a 7 
relevant. 
MR. SENN: That was not my question, sir. 
Q Do you have a fund set aside with which 
to finance this litigation? 
A No, not per 3e. 
Q Do you propose to finance this litigation 
out of your current income? 
A I am sure I can do that if it has to be done. 
Q How much is your current income? 
A More than $40,000. 
Q Ave you related either by blood or marriage 
to any of the individual defendants? 
A I am related by marriage to the foi.er chairman 
and chief executive officer of Sanitas, David Weintraub. 
He is & cousin of my wife or second cousin, I guess; 
second covsin by marriuge. 
Q At che present time, Mr. Handwerger, 
what Sanitas securities do you hold? 
A I hela 150 shares of common stock and e* ght 
9 percent convertible debenture bonds. 
MR. SENN: You have produced a confirmation 
Slin which I shew to you now. We will mark this 


as Rhevencants' Exhibit 1 for identilication. 


(Document veferred to above marked 
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Handwerger 18A 8 

Defendants' Exhibit 1 for identification. ) 

Q Siz, I shor you what has been marked 
as Exhibit 1 for identification and ask you if that 
refers to your purchase of tha eight convertible bonds? 
A No, it refers to my purchase of five convertible 
bonds. 

Q You had five previously? 
A No, tT hed fave. I had purchased three originally 
on October 1, 157%, and this purchase of five additional 
bonds waco made in Januery, 1973. 

Q “hot is e copy of the original which you 
bave producad here today? 
A Yes, it is. 

a thea Gia you purchase the 150 shares of 
common atock of Sanitas? 
A — purchased 200 shares cn April 30, 1969; and 
the following year there was & stock dividend of 50 
shares additi.aal. 

0 At any time have you held any other 
securities of Sant*as? 
A No. 

Q : -* every security you have bought or 


received in the way cf “tock dividends, you still hold? 


A That is correct. 
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Handwerger g 
Q Do you presently own any other securities? 
A Yes, I do. 
Q Are your holdings extensive? 


WR. SPECTHPIE: I object to the question 
on the grounds that the word, extensive, is subject 
to any meanings. 

If you want to ask how many issues he owns 
2% this polnt I have no objection. 


a In how many companies do you hold 


securlties? 


A I would say between ten and fifteen. 
Q When did you first begin purchasing : 


sEecuritii2g? 
A ~ would cay probably avound 1958, or around that 
time. = aw not sure exactly. 

f) Prior to purchasing Sanitas securities, 
dié you tuvestigzate the company? 
A whe original purchase, I had seen a red herring 
or prelim'nary prospectus; and I knew my wife's cousin 
was involved- os the cheirman of the board; and I 
followec the stock in the 7inanclel pages; so to that 
extent I did A4nvestigate it. 

¢ Did you ever lcok at any of the corporate 


ilings with the SEC? 
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Have you ever done that in connection with 


e of eny security? 


Sir, could you tell us the basis for 


on to purchase the five convertible debentures 


of 19737 


, LT had reviewed the last annual report for 
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73, and I always felt that Sanitas was 


aréa; and the one problem they had was 


wiine to a group of its officers; and since 
Gash available I decided that the best type 

at for me in Senitas was to buy the 
Gebentuwe, because I would not only have 


Lisy of future growth but also income at 


the sare tiie. 
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three nonbh 
your dnves’ 


A NO. 


Q 


Did you review anything other than the 
>t and quarterly statement for the first 


8, issued by Sanitas in connection with 


ment decision? 


You wert a common shareholder? 


the first quarterly statement for 


division which they apparently had put 
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Handwerger 
cause of the decline in value. 

Q We could probably expedite this by letting 
Mr. Zirin go next. 

EXAMINATION BY 
MR. ZIRiN: 

9) 1 Me. Handwerger, prior to the purchase of 
your five bonds on January 30, 1973, did you have any 
conversations with Mr. David Weintraub, relative to 
Sanitas business or its prospects? 

A I think periodically at family functions I wou.d 
see Dave maybe once a year, and ask in general 
conversation, "How is everything?" and he would say, 


2 


"Everything is pretty good.” 


Q Wuen you say once a year, are you referring 
to some particular annua function? 
A A wedding or Bar Mitzvah, family function. 

Q Voula there be a wedding or Bar Mitzvah 


in vrur fauily onee a year? 


A fs seeme that there ts. We have a very big 
family. 
8) Do ou recall the occasion prior to 


January 23, i973 when you diseussed with Mr. David 
Weintraub Sie business or prospects of Sanitas? . 


What parcicular occasion are you talking about? 
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Q I am seying, do you recall the occasion 
next prior to January 23, 19.3, the date of your purchase 
of five bends, that you had occasion to discuss the 
business and prospects of Sanitas with Mr. David 
Weintraub? 

A T would say within a month or two of that date 
I saw eiiee. 

Q Do you recall the conversation that you 
had with Mr. David Weintraub at this funct.on, relative 
to Sanitas? 


A I don't recall any. iI can say I did ask him how 


things were at Sanitas and he said things were pretty 


good. 

Qq Was there eny discussior ab“ut .sonomy 
Linen? 
A No. 

Q Wasa there any discussion about the annual 
report? 
+ No. 

Q Was tuere any discussion about the 


transaction to which you referred under the heading, 
Subsequent Events, in the annual report? 
A I did not go in any details relating to the 


operations of the company. 
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Handwerger 23 A 30 
Q Can you state the substance of the 
conversation you had with Mr. Weintraub? 
A i already have. I asked, "How are things with 


your compeny?" 


And he said, "Fine, everything looks good." 


Q Did you talk about earnings? 
A No. 
Q Did you tell him you were interested in 


buying additional bonds? 
A No. 
Q Are you able to fix the date of your 
conversation with Mr. Weintranb? 
A It was within 2 month or two of my purchase. <= 


don't remember exactly. 


Q That is to say, prior to your purchase? 
A Yes. 
Q At the time you had this discussion with 


Mr. Weintraub, were you contemplating the purchase of 
five bonds? 

A I don't remember offhand, to tell you the truth. 
I think I have contemplated purchasing additional 
Sanitas securlties from time to time, depending upon 
the availability of cash in my pocket. 


Q Can you tell us when you formed the intention 
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You mean other than 


ave had at family functions 


That is correct. 


recall when you received the 1972 


anwal nort of Sanitas? 
A yi sly testified it was either November or 
Dec f C ive you the pinpoint date. 

oO yc recall whether o:7 not you saw 

Baxi ; 5 e of meeting and proxy statement 

t or tie “4me you saw the anr1al report? 
A r would imagine it was at or about the same time. 
I don't recall exactly whether chey came together. 


Gan you give us your pest recollection? 
A recollection is that they were, they 
pro, ably j in my house within a week or 80 of each 
other, j r at the same time. I can't remember. 

Is ib your testimony that prior to 

Januar 5 t such time that you purchased 
the fh t uu did not know that th? sale of 
the Econe 4vision was to a limited partnership? 
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A I did not know, even though the notice of annual 
meeting contained something in the rear portion stating 
thet it was sold to a limited partnership; that did 
not strike > bell with me at that time. In fact, I 
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On September 14, 1972 the corporation 
entered into an asreenent with a limited oartnership 
pursuant to which the corporation has the right to sell 
70 the nartnership all of the assets, excluding real 
property, cudject to certain liabilities, of the 


corporation, “csonomy Linen Service Division on or before 


ve 


January 5, 1973 at a price of $2,615,569." 
Did you note that sentence when you read 


the proxy material? 


A fs I previously testified, I do1i't remember reading 


this particuler pararraph or that particular sentence. 


0 Do you remember being apprised of this 
information in s cance? 


A l wee apavised of the fact that the ccrpoation 
had solé the «aivision to a partnership. The annual 


report statc.! that. FT did not and was not apprised, 


even though this states that the partnership was a 
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Operavions 2rter tine issuance 


< to tells us which document 


your purchase, Exhibit 5 


eonbination of both of them 
s¢ Gid you rely on Exhibit 5? 
Lion aid you rely on in there 
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Handwe ener 25 Ama 59 nw 
A they shonld have told it to me in Exhiblt 5 as 
well az other ltavuture put out shortly or on or 
apound the time of fxhbibit 5. Also, in the annual 


report which is Exniblt 4. 


‘a You would arre “ould you noc, that 


BExnibit 59 la corms of your purchase of five bonds was 


&@ nore recent docuircns then Fxnibis 4 
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EXCERPT FROM SANI'AS SERVICE CORPORATION ANNUAL REPORT 1972 


The combined number of unissued common shares reserved for future earnings 
and market price contingencies resulting from acquisition agreements, stock 
option plans, the stock bonus plan and conversion of deben) mes is 2,072,578 
shares 

The rights and preferences of the authorized preferred shares are to be 
established by the Board of Directors 


6. Stock Options and Stock Bonus Plan 

rhe Corporation’s qualified stock option plan provides for the granting of 
options for a maximum of 400 000 shares of common stock to full-time employees 
ata price equal to the tair market value of the shares at the time of grant The term 
of the option may not exceed five years At June 30, 1972, options for 259,914 
common shares were outstanding at prices ranging from $2.00 to $14.17 per share 
laygregate option price $2,254,334) and $2,112 shares were available tor granting of 
options. During the year ended June 30, 1972, options for 18,550 shares were 
granted, options for 15,775 shares expired or were canceled and options for 9,990 
common shares were exercised at 2 total option price of $ 32,980 

The shares reserved for issuance under the Corporation's stock bonus plan 
were increased to 150,000 common shares by the stockholders un October 28, 
1971. Under this plan, which expires on December 31, 1978, shares may be issued to 
key management employees but such shares may be returned to the Corporation 
if the employee terminates orior to completing six consecutive years of 
employment. During the yeat ended June 30, 1972, 1,675 shares with an 
app ximate fair value of ¢9 033 were awarded and at June 30, 1972, 84,825 shares 
were available for issuance 

On October 28, 1971, the shareholders approved the adoption of a nonqualified 
stock option plan which prov ides for the issuance of up to 150,000 shares of 
common stock to key employees. The purchase price of the shares under each 
option may be less than the fair market value of the shares at the time the option Is 
granted. At June 30, 1972, options tor 82.300 common shares were outstanding 
at prices ranging trom $4.75 t0 $5.17 pershar* (aggregate option price $391,861) 
and 65,700 shares were available for granung of options. During the year ended 
June 30, 1972, options for 54, 300 shares were granted and options for 2 000 shares 
were exercised at a total option price of $9 500 


7. Subsequent Event 

Subsequent to June 30, 1972, the Corporation entered into an agreemen’ wi'a 
a group of stockholders which includes the president of the Corporation, nine 
other members of the Board of Directors and certain other stockholders, to sel] 
the net assets excluding the land, buildings and related mortgage thereon of the 
Detroit industrial laundering business in exchange for $1,000,000 in cash and 
$1,615,569 in promissory notes Dearing an interest rate of 7% and due in 32 equal 
quarterly installments commencing January, 1975. The land and buildings which 
have anet book value of $1,864,000 andan 8% % $1,000,000 mortgage thereon at 
June 30, 1972, will be leased to the group of stockholders for a period of five years 
at an annual rental of $228,000. The lease will also provide for a five year renewal 
option. The sale will be consummated on or before January 5, 1973, unless, prior to 
that date, the Corporation shall have received a bona fide offer to purchase 
the division for an amount greater than $2,615,569. 

The consolidated financial statements reflect the assets, liabilities and results of 
operations of the continuing operations of the consolidated group of companies, 
with the net assets and net loss of the Detroit industrial laundering division 
appearing as separate line items 

The extraordinary loss represents the difference between the net book value of 
the Detroit industrial laundering business at June 30, 1972, and the sales price 
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Sanitas Service Corporation 


Consolidated Statement of Retained Earnings 
Year ended June 30, 1972 and 1971 


1972 1971 
Balance at Beginning of Year $5,731,587 $3,943,984 
Adjustments resulting from poolings of interests Note 1) — 111,922 
Balance at beginning of year, restated 5,731,587 4,055,906 
Add (deduct): 
Net income 37,036 2,444,113 
Dividends 
Sanitas Service Corporation cash dividends of 
$.12 per share (899 251) 768,432 
Subsidiaries prior to acquisition (7,006 — 
Retirement of treasury stock by subsidiaries prior 
co acquisition (16,152) — 
Balance at End of Year $4,846,220 $5,731,587 
The accompanying notes are ntegral part of th tat nt 
Auditors’ Report 
To the Stockholders and Board of Di. -cors 


Sanitas Service Corporation 


We have examined the consolidated balance sheet of Sanitas Service Corporation 
(a Connecticut corporation) and subsidiaries as of June 30, 1971 and J ne 30, 1972, 
a..d the related consolidated statements of income, retained earnings and changes 
in financial position for the years then ended. Our examinations were made in 
accordance with generally accepted auditing standards, and accordingly included 
such tests of the accounting records and such other auditing procedures as we 
considered necessary in the circumstances 


In our opinion, the accompanying consolidated balance sheet and consolidated 
statements of income, retained earnir gs and changes in financial position present 
fairly the financial position of Sanitas Service Corporation and subsidiaries as of 
June 30, 1971 and June 30, 1972, and the results of their operations and the changes 
in financial position for the years then ended, in conformity with generally 
accepted accounting principles consistently applied during the periods 


Hartford, Connecticut Arthur Andersen & Co 
September 14, 1972 
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To the Shareholders: 2 5 Nae 3 lL 


The fiscal year ended June 30, 1972 was a dramatic by investing a tremendous amount of management 
year for Sanitas Service Corporation time and etfort, 1t1s questionable whether such ani 
Some of the results we report herewith are investment would be in the best interest of oul 
achievements based on many years Of etfort. It is stockholders 
| similarly, rewarding to note that our strength in Management feels that it is far more justified 
| human resources and car technology have been in a greate! expenditure of efforts in such phases of 
realized in such a manner as to indicate significant its business as our Solid Waste Management Service 
7 potential in the years ahead Group. The companies within this Group have 
It is gratifying to be able to report record revenues in just a few short years grown to the point where 
and record earnings from continuing operations they contributed $24,980 QOO to our revenues last 
For the full year, revenues increased 16% to year and $3,760,000 to our pre-tax income 
$74,899,952, compared w ith $64,571,569 in fi scal We have, accordingly entered into an Agreement 
1971, Net income from continuing operations which gives Sanitas the right to sell, toa para srship 
increased 29% to $3, 381,834, against $2,611 923 tor which includes several Sanitas officers and 
the previous year and earnings pe! share increased directors substantially all assets of Economy fot 
21% to $.46 per share as compared with $.38 pet $2,615,000, their net tangible asset value This sale 
share for the prior period will be consummated on 01 before January 5, 1973, 
One of the responsibilities of management.s the but is effective as of July 1, 1972. A sale of Economy 
constant evaluation of every phase of corporate may be made, and we are actively seeking this, prior 
operations with a view to spurring growth in as to January 5, 1973, toa group or company other than 
efficient a mamuer as possibe Another task is that tl is partnership i the terms are more advantageous 
of detecting weaknesses anc attempting to correct to Sanitas. Any other offer will be ac cepted if, 
such deficiencies by « hanges in product and service likewise, judged more advantageous. 
planning reorganfzation of operations and While we save reported a loss from Economy's 
marketing changing ot personnel _orelimination operations tor the year and charged our earnings 
of those units where the potential simply does not with an extraordinary writeoff because of the loss 
justify the efforts involved sustained on the sale of this division, our balance 
After very careful study we have dec ided to sell sheet at the close of our fiscal year 1s considerably 
one of our divisions, Economy Linen Service, of improved as compared with our financial picture 
Detroit. This decision was based on Economy's of June 30, 1971. Our current ratio of 2-to-1 1s 
poor past performance labor difficulties and future composed of approximately $20,076,000 in current 
prospects. [t was nota decision which was made issets and $10,345,000 in ¢ urrent liabilities. It 1s 
lightly. But, in view of the profitability and noteworthy that our Industrial Laundering Service 
potential of other Sanitas operations, We found the Group, exclusive ot Economy, functions profitably 
retention of Econo.ny to be entirely unjustified The decision to sell Economy, while penalizing 
Wh... itis possible that Economy might have our net results for the previous year, will havea 
been restored to profitability after a period of time very favorable effect on our earnings this year We 
| 
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are encouraged by the strong trend of our operations 
thus far and, particularly, because of significant 
recent developments 

The importance of efficient solid waste ° 
management is becoming increasingly iccognized 
as a national problem and we are taking steps to 
increase our commitment to this important field. 

Early in this fiscal year, we hope to announce a 

number of acquisitions in the solid waste areas 
which will broaden our geographic coverage. The 
Consumat H-760 represents the most adv. inced 
technology in this area and we have sold these units 
to such cities as Houston, Texas, Hot Springs and 
North Little Rock, Arkansas, and I aia alti 
Louisiana. We hope during this fiscal year, to 
commenc. our own stirt-lip operations utihzing 
our Consumats to dispose of waste where it is 
generated, thereby sharply reducing disposal costs 

Of perhaps greatest significance to Sanitas are the 
recent study contracts award to our Sanitas 
Technology and Development corporation. In May, 
197 Sanitas was selected hv the National Center 
for Resource Recovery, which represents a wide 
segment of U.S. industry, to determine the 
feasibility of the construction and operation of a 
municipal solid waste recovery facility fur Tampa, 
Florida 

And, more recently, the town of Brookline, 
Massachusetts, has awarded usa contract calling 
for a study of their solid waste problems and 
recommendations for modern, efficient treatment. 

These awards underline, we feel, the soundness 
of our commitment to the field of solid waste 
management 

We are hopeful that we can, during the course of 
the year, report future advances in this area ~ and in 
other phases of our operations. A number of 
“self-starts’” we plan during the year will expand 
our capabilities in building maintenance, security 
and pest control services to more cities and states 
than ever before 

Our growth has been based on our dedication to 
service — and it is our feeling that the need for 
highly professional service conscientiously 
performed, has, regardless of the economy, never 
been greater. It is in filling this vital need and in 
effecting economies for our clients that we see our 
greacest prospects for growth 


aT Gee 


Charles Ginsberg, | 


hairman of the Board 


agi b) poDraude 


David Weintraub 
President and Chief Executive Officer 
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EXCERPT FROM SANITAS SERVICE CORPORATION PROXY STATEMENT, 
ANNUAL MEETING OF SHAREHOLDERS, OCTOBER 25, 1972 , 25 | 


Hornblower & Weeks-flemphill, Noyes and W. E. Hutton & Co. were the representatives of un 
underwriting syndicate which made a public offering in January, 1972 of an issue of 725,000 shares of 
the Corporation’s Common Stock. Hornblower & Weeks—Hemphill, Noyes received underwriting compen- 
sation aggregating approximately $106,500 and W. E. Hutton & Co. received underwriting compensa- 
tion of approximately $76,009 in connection with such offering. Mr. Robert B. Segal, a director of the 
Corporation, is a Vice President - Corporate Finance Department of Hornblower & Weeks—Hemphiil, 
Noyes and Mr. John W. Huricy, also a director of the Corporation, is a Vice President of W. E. Hutton 
& Co, 


On November 30, 1971, the Corporation entered into an agreement with David and Abraham Wein- 
traub, President and Executive Vice President of the Corporation respectively and each a Director, where- 
by, in consideration of the relimguishment by them of cortain existing rights relating to the registration 
under the Securities Act of 1933 at the Corporation's expense of shares of the Corporation's Common 
Stock owned by them, the Corporation extended to them future rights to cause registration at the Cor- 
povation’s expense. 


The Corporation's subsidiary, Advance Cleaning Contractors, Inc. leases from a corporation in 
which Charles Ginsberg, Jr. and Edward Ginsberg, each « director of the Corporation, are principal 
shareholders, approximately 9,000 square feet of office, garage and warehouse space in Cleveland, 
Ohio, used as the headquarters and operating facility of that subsidiary. The lease, entered into Novem- 
ber 29, 1967, expires on December 31, 1982, and provides for an aggregate annual rental of $14,640 
plus certain taxes and costs. For the fiscal year ended June 30, 1972, the Corporation paid $3,100 of 
taxes attributable to the premises and $4,300 of costs relating thereto. 


Atlas Coverall & Uniform Supply Co. of Los Angeles, Atlas Coverall& Uniform Supply Co. of Santa 
Barbara, and Atlas Coverall & Uniform Supply Co. of Riverside (each a subsidiary of the Corporation) 
lease from corporations in which Allun Lazaroff, a director of the Corporation, is a controlling share- 
holder, three industrial laundering plants located in Los A*geles, Riverside and Sylmar, California, which 
have an aggregate floor area of 104,050 square feet and annual rentals of an aggregate amount of $159,- 
$10 plus certain taxes and costs, with remaining terms of seven years. For the fiscal year ended June 
30, 1972, the Corporation paid an aggregate of $18,368 of taxes attributable to the three leased prem- 
ises and an agg-egate of $7,412 in costs relating thereto. 


On September 22, 1971, the Corporation purchased for $143,000 approxima.zly 9,000 square feet 
of ‘office, operations and storage space situated on approximately 26,000 square feet of land located 
in Waterbury, Connecticut from Stanley Frost, a director and Vice President of the Corporation, and a 
family affiliate. 


The Corporation believes that the terms and conditions of the leases and purchase described in 
this section are no less favorable to the Corporation that what could have been obtained by the Corpora- 
tion from non-affiliated persons upon similar property. 


On September 14, 1972, the Corporation entered into an Agreement with a limited partnershio 
pursuant to which the Corporation has the right to sell to the partnership all of the assets, excluding real 
property, subject to certain liabilities, of the Corporation's Economy Linen Service Division on or 
before January 5, 1973, at a price of $2,615,569. Among the members of the l:r‘ted partnership are 
the following directors and officers of the Corporation: Phillip Astion (Vice President), A. Theodore 
Barron (Director), Louis Fritz (Secretary), Stanley Frost (Vice President and Director), Charles Gins- 
berg, Jr. (Chairman of the Board of Directors), Noah Goldberg (Vice President and Director), David 
Rosenberg (Vice President), Martin Unger (Vice President and Director), Abraham Weintraub (Execu- 
tive Vice President and Director), David Weintraub (President and Director), Harry Weintraub (Vice 


é 
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President and Director) and Louis Weintraub (Vice President), The Corporation's Board of Directors 


determined that on the basis of the Economy Linen Service Division's past: perfermance, labor difficul- 
ties and future prospects it was in the best interests of the Corporation to sell the Economy Linen Service 
Division which sustsined a pre-tax loss of approximately $1,220,000 di ng the fiscal year ended June 
30, 1972. The Corporation is actively seching to sell the Economy Linen Service Division to a party 
other than the partnershin prior to January 5, 1973, on terms more i.orable to the Corporation than 
those contained in the Agreement, In the event that an oiler to buy the Economy Linen Service Division 
is made by such a party, a committee independent of the Management of the Corporation will evaluate 
the offer in relation to the terms of the Agreement and will advise the Corporation's Board of Directors 
as to which offer is more advantegzous to the Corporation. In the event that no better offer is received 
by the Corporation prior to January §, 1973, the Corporation will sell the Economy Linen Service Divi- 
sion to the partnership. None of the directors who are members of the limited partnership will have voted 
on any resolution of the Corporation's Board of Directors relating to this matter. If the sale to the part- 
nership is made, the Agreement provides that all of ihe assets of the Economy Linen Service Division, 
excluding real property, subject to liabilities to be assumed, will be sold on or before January 5, 1973, 
in consideration of One Million Dollars ($1,000,009) at the Closing and the partnership's promissory note 
in the amount of One Million Six Hundred Fifteen Thousand, Five Hundred Sixty-Nine Dollars 
($1,615,569) bearing interest at the rate of 7 percent per annum and payable in thirty-two (32) equal 
consecutive quarterly installments of principal commencing on January 1, 1975, with interest payable 
in consecutive quarterly payments commencing April 1, 1973 until maturity. As security for the note 
the Corporation will have a primary security interest in the asscts transferred and a second lien on any 
additional collateral given by the partnership to sccure loans made to the partnership to finance the pur- 
chase of the Economy Linen Service Division. The purchase price of Two Million Six Hundred Fifteen 
Thousand, Five-Hundred Sixty-Nine Dollars ($2,615,569) is equal to the tangible book value of the net 
assets of the Economy Linen Service Division to be sold as of June 30, 1972. The Agreement provides 
that if the sale to the partnership is made, the Corporation will lease to the partnership the building 
(approximately 185,000 square fect of floor space) and property which house the operations of Economy 
Linen Service Divisio. The Lease will provide for a five ycar term at an annual rental of $228,000 plus 
certain taxes and co... and an option on the part of the partnership to renew for an additional five years 
on the same terms. The Corporation believes that the terms and conditions of the Lease are no less 
favorable to the Corporation than those which could have been ottained by the Corporation from non- 
affiliated persons upon similar property. As a result of the Agreement there was an extraordinary charge 
(representing the difference between the net book value of the Division at June 30, 1972 and the sales 
price) against the Corporation's income for the fiscal year ended June 30, 1972 in the amount of 
$2,729,248 or $.37 per share. 


OTHER MATTERS 


The Board of Directors knows of no other matters to be presented to the mecting, but if other mat- 
ters do properly come before the mecting, it is intended that the persons named in the proxy will vote 
according to their best judgment. 


' 


Date: September 29, 1972. By order of the Board of Directors 
Louis Fritz, Secretary 
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Results from Operations — Three Months Ended September 30, 


Revenues area, 
Pre-Tax Profit ...... 
Federal Income Tax 

Net Income ety 
Average Number of Shares 
Earnings Per Share 


Record Results 
The net income of $1,138,220 or $ 14 per share for 
the three month period ended Septer aber 30, 1972 
makes this period the best first quarter in the history of 
Sanitas Service Corporation. These gratifying results 
are the product of the combined efforts of corporate 
and operational management, whi h have succecded 
in securing several major contracts and turthe1 expand 
ing the scope of existing operations during th first 
quarter 
Annual Meeting Summary 
Atthe Annual! Mecting ot Shareholders convened 
October 25, 1972, at the Hotel Sonesta in Hartford 
shareholders re-elected four of the Corporation’s fifteen 
directors to serve three year terms expiring In 1975 
Re-elected are 
A. Theodore Barron, Executive Vice President of 
Sanitas Service Corporation 
Alan R. Carp, Senior Vice President of Sanitas 
Service Corporation 
Aaron Weintraub, Vice President of Sanitas Service 
Corporation 
john W. Hurley, Vice President ot W-E Hutton & 
Co., investment bankers 
In addressing the Shareholders, 
David Weintraub, President and 
Chief Executive Officer of Sanitas 
Service Corporation, made par 
ticular note of “the marked devel 
opment of Sanitas Service 
Corporation’s participation in the 
national solid waste industry.” 
Citing the internal growth rate of 
20% in Sanitas waste operations in 
fiscal 1972, Mr. Weintraub stated 
that these results reflect the success 
of “a designed and deliberate cor 
porate growth strategy” intended 
to increase and enhance the Cor 
poration’s position as a “major 
national solid waste management 
organization.” 


1972 i97 | 
$22,213,920 $18,099,219 
1,978,190 1,671,952 
839,970 747,935 
1,138,220 924,017 
8,008,021 7,455,353 
14¢ 12¢ 


Mr. Weintraub further indicated a strong outlook for 
Sanitas operations in fiscal 1973, pointing out that 
during fiscal 1972, working capital had increased 
$8,500,000 to approximately $10,000,000 and that 
stockholders’ equity had increased by $3,000,000 


Corporate Development 

During the first three months of fiscal 1973, Sanitas 
acquired five solid waste collection and disposal firms 
with an approximate aggregate annual sales volume ot 
$4,200,000. The acquired companies are 

Sumpter Sand, In, "etroit Michigan 

Zehbrowski & Associates, Inc., Indianapolis, Indiana 

Niagara Sanitation Company, Inc., Tonawanda, N.Y 

Murtha Enterprises, Inc., Naugatuck, Conn 

Tidy Rubbish Removal, Inc., Kensington, Conn 

Sanitas Technology and Development Corporation 
of Boston was awarded a contract by the Town of 
Brookline, Massachusetts for a comprehensive solid 
waste management analysis. According to the agree 
ment, Sanitas will design an optimized system for effi 
cient and economica! management of the Town ot 
Brookline’s solid waste 

Elsewhere, Sanitas has reported receipt of orders for 
14 more Consumat poillution-tree 
solid waste disposal units. Con 
tracts have been awarded for the 
installation of 8 units by the city 
of Hot Springs, Arkansas, for 2 
units by the city of Stuttgart, 
Arkansas and for | unit cach by 
the cities of Donaldsonville, 
Louisiana, Bentonville, Arkansas; 
Augusta, Arkansas and Marco 
Island, Florida 

In Detroit, Sanitas Waste Dis 
posal Systems, Inc., has gained 
approval from the City Planning 
Commission for the construction 
of a five-acre waste disposal center 
to serve the greater downtown De 
troit area. Scheduled for comple- 
tion in January, 273, the $!.5 mil- 
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lion center will consis. vf a transfer 
station, maintenance garage, and 
administration building for the col 
lection, compaction and disposal of 
solid waste 

Booth Services, Inc.,2 .c<wmem 
ber company of Sanitas Natvral 
Resource Services, was awarded two 
contracts in the first quarter of fie al 


1973, totaling approximately $ il- 


lion. The contracts, awarded e 
Star Gas Co. and Dow Chemical Co., 
call for the installation of some 228 
miles of pipeline to serve the treater 
Dallas area 

Sanitas Waste Disposal of Michi- 
gan, Inc., has successfully bid fora 
contract to handle the coliectior and 
disposal of solid waste in the Town of 
Ypsilanti, Michigan, and has also 
assumed operation of the transter 
station formerly operated by the city 
ot Lincoln Park, Michigan 

‘These developments,” according 
to David Weintraub, “taken as a 
whole, confirm our reasoned opti 
mism towards Sanitas’ continued 
success in fiscal 1973 and beyond.” 


Sanitas Service Corporation 
151 Walnut Street, 
Hartford, Connecticut 06120 
Telephone (203) 549-2500 


Results from Operations — Six Months Ended December 31 


Revenues 

Pre-Tax Profit 

Federal Income Tax 

Net Income 

Average Number of Shares 
Earnings Per Share 


TO OUR SHAREHOLDERS: 


Operating results for the first six months of the fiscal 
year tell a story of accelerated growth and improvement in 
all major categories of our operatins. 

Net income for the six mon iod rose 35% to 
$2,474,163, or 27¢ ner share, u. . »mpared to $1,838,299, 
or 22¢ per share, for the comparable period last year. 
Revenues for the period amounted to $50,288,033, an 
increase of 33% over the $37,743,093 in sales for the 
same period last year. 

Although all divisions of the corporation made a 
posiive contribut’on to our six months results, the rapid 
growth and profitability of our solid waste operations was 
the most significant factor. The solid waste division was 
responsible for nearly half the corporate profits on a 
record sales volume of waste control services. 


Solid Waste Leadership 

There were a number of major breakthroughs which 
gave further evidence of our leadership position in the 
solid waste market. In December, Sanitas broke ground 
for construction of a $1,250,000 solid waste disposal 
center in Detroit. More than 16 additional pollution-free 
Consumat incinerator units have been orJered, including 
major installations in Marco Island, Florida, Hot Springs 
and Little Rock, Arkansas. We continued to expand our 
operation of sanitary landfills which now include more 
than 1,000 acres in various communities throughout the 
country. 


Energy Division 

Our energy division, which services the inland and 
offshore petroleum industry in the Texas/ Louisiana gulf 
areas, also experienced increased activity and made a 
substantial contribution to profit. Especially aoteworthy 
was the use, by Booth Services, Inc.. of a ur.ique, new 
automatic welding technique to join pipeliue sections in the 
construction of 186 miles of natural gas pipeline serving 
the greater Dalias area. The new pipe welding technique, 
praised by consiruction officials and Federal authorities, 
has been credited for bringing in a new era of pipeline 
construction which is expected to lower construction costs 
and ultimately the price of petroleum products 
to the consumer. 


Management Changes 
At the time this rinancial report was being prepared, an 
important management change took place which will have 


David Weintraub 
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1972 1971 
$50,288,033 $37,743,093 
4,051,028 3,131,136 
1,576,865 1,292,837 
2,474,163 1,838,299 
9,013,981 8,170,618 

27¢ 22¢ 


a substantial impact on the company’s future. In January, 
William Abroms, prominent New Orleans banking and 
financial consultant, was elected President of Sanitas 
Service Corporation. I was named Chairman of the Board 
and will remain as Chief Executive Officer of the company. 
Our former Chairman, Charles Ginsberg, Jr., who was 
named Chairman Enic~itus, asked to relinquish his duties 
as Chairman so that he could devote his time and talents 
to special projects on behalf of the company. The entire 
Sanitas organization owes Mr. Ginsburg a grea: uebt of 
gratitude for his loyal and devoted service as Board 


. Chairman. 


Mr. Abroms joins Sanitas Service Corporation at a time 
when the company’s earnings, revenues and operations are 
at the highesi levels in its history. He brings to the 
company financia) expertise and experience which will be 
invaluable in the neat major phase cf our development. 


Leading Through Strength 

Sanitas Service Corporation is in a strong position io 
build for the future. Our financial base is solid. Our 
management at all levels of our operations is competent. 
In solid waste, natural resources, building maintenance 
and all other segments of our business, we are prepared 
to meet competition and i,:crease our s!..re of the 
continually improving markets for our services. 

At the end of six months, we are on target toward 
our goals for the year to increase profits and generate 
revenues in excess of $100,000,000. Although these goals 
are ambitious, I know they can and will be met. 


Maik Veta 


David Waintraub 
Chairman and Chief Executive Officer 


William Abroms 


Charles Ginsberg, Jr. 


Results from Operations — Nine Months Ended March 31 


Revenues 

Pre-Tax Profit 

Federal Income Tax 

Income from Continuing Operations 

Loss from Detroit Industrial Laundering Business 
Net Income 

Average Number of Shares 


TO OUR SHAREHOLDERS: 


As previously announced, the Corporation has 
established two reserves, totalling $2,900,000, against 
the potenti! loss from a previously owned industrial 
laundering business in Detroit. 

This industrial laundering operation was sold to a 
limited partnership which included officers and directors 
of the Corporation among its partners. The partnership, 
whose sole business was the operation of the laundry, 
sustained heavy losses from operations and was forced 
to sell the assets for amounts which, together with the 
partnership's remaining assets, will be substantially less 
than the amount owed the Corporation. ‘he reserve 
established for the estimated loss on the ‘ivable from 
the partnership was $1,400,000. 

The Corporation has also established a reserve of 
$1,500,000 for an estimated loss from the proposed 
disposition of its limited purpose real property which 
housed the Detroit laundci ing facility leased to the 
partnership. 

The after-tax effect of the res. ves was a loss of 
$1,920,000, or 21¢ per share. 

Income from continuing operations for the first nine 
months of the fiscal year was $2,827,641, or 31¢ per 
share. Net income for the nine-month period after 
the loss from the Detroit Industrial Laundering business 
amounted to $907,641, or 10¢ per share, which 
compares with $2,385,785, or 28¢ per share, for the 
same period last year. 

Revenues for the first three quarters of the fiscal year 
increased sharply to $74,654,788, compared with 
$56,632,412 for the same period in 1972 


Balance Sheet Highlights as of March 31, 1973 
Working Capital $ 6,700,000 
Net Fixed Assets $29,300,000 
Long Term Debt: 
Convertible Debentures 
Other ¢ 
Stockholders’ Equity 


CONTINUING OPERATIONS 


Waste Control 

Internal growth of member companies in the Waste 
Control Service Group and expansion of market share 
in the solid waste industry continue to top the list of 
priority corporate objectives. Revenues from services 
derived from the Waste Control Service Group for the 


$ 8,200,000 
$22,400,000 
$20,700,000 
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1973 1972 
Per Per 
Amount Share Amount Share 
$74,654,788 $56,632,412 
4,494,226 4,211,262 
1,666,585 1,750,904 
2,827,641 31¢ 2,460,358 29¢ 
(1,920,000) (21¢) (74,573) (1¢) 
907,641 10¢ 2,385,785 28¢ 
9,146,245 8,379,506 


nine-month period ended March 3!, 1973 increased 
26% over the comparable 1972 period, testifying to the 
effectiveness of endeavors in this area. 

In recent months, we have been commissioned by the 
Province of Quebec, Canada and the Town of 
Brookline, Massachusetts to conduct comprehensive 
analyses of waste control programs and to submit 
recommendations which will result in more efficient, 
economical and environmentally sound solid waste 
collection and disposal systems. 

Progress in the areas of equipment standardization 
and systems integration throughout the Waste Control 
Service Group wili improve the operating efficiencies 
required to maintain Sanitas’ continued leadership in 
the solid waste indusiry. 


Energy Services 

We are also actively expanding efforts in the energy 
field in keeping with the high national priorities to solve 
the nation s growing energy crisis. New capital 
equipment has been purchased, and we are extending 
our field operations both domestically and overseas 
Since our Jast report, t.o contracts, totatling $6,190,000 
have been signed for the construction of 220 miles of 
natural gas pipeline in Oklahoma and Texas. One of 
t ese contracts will utilize the automatic welding process 
which our Booth Services subsidiary has helped to 
develop. 


Tri-Services Group 

The building maintenance, pest control and security 
member companies have been consolidated into a single 
fri-Services Group. Aaron Weintraub has been 
namcd President of Tri-Services, having served 
previously as Vice President of Sanitas’ New England 
Regional Operations in contract cleaning and guard 
security. Mr. Weintraub has been a director of Sanitas 
Service Corporation for three years 


Laundries 

In keeping with the Corporation's major objectives, 
as Outlined above, we are currently reevaluating our 
position in the industrial laundering field to determine 
whether the assets realized from this sector of our 
business can be more profitably utilized 


Management Changes 
Consistent with the shift in emphasis of our corporate 
policy to develop business aggressi\ ely in the solid waste 


(over) 


~ 
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and energy services markets, three significant additions 
have been made to the Sanitas Board of Directors. 

William Abroms, who was appointed President of 
Sanitas Service Corporation in January, has been 
appointed to the Board and its Executive Committee. 
His wide familiarity with the energy field will be 
invaluable in guiding the Corporation into increased 
activity in this area. 

Wallace M. Carline, President of Diamond Services 
Corporation of Morgan City, Louisiana, one of our 
largest energy services subsidiaries, was appointed to the 
Board of Directors, bringing to it the benefits of his 
broad experience and knowledge in the energy field. 

Also appointed to the Board was John D. Kennedy, 
President of the Sanitas waste control subsidiary, 
Modern Trashmoval, Inc., of Baltimore, Maryland, 
whose knowledge and proven experience in the solid 
waste business will help strengthen the Corporation’s 
capability to grow in this market. 


David Weintraub 
Chairman and Chief Executive Officer 


John D. Kennedy Aaron Weintraub 


Sanitas Service Corporation 


151 Walnut Street 
Hartford, Connecticut 06120 
Telephone (203) 549-250C 


PLAINTIFF'S NOTICE OF MOTION FOR CLASS DETERMINATION, DATED JULY 10, 1974 
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TIME TO Pepe: | eS 
EXPIRES .. 7 ee "YT MAN 
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UNITED STATES DISTRICT COURT RED 1a 
SOUTHERN DISTRICT OF NEW YORK ~ 
Liege seas, Tei tite. bedi btets rane b nee ana a 


JAY HANDWERGER, 


Plaintiff, : 73 Civ. 4832 (MIG) 
-against- 
CHARLES GINSBERG, JR., et al.,_ : pt hn Mee 
Defendants. 
Be Tn eS ee aed ma eeeeen ~ 
SIRS 


PLEASE TAKE NOTICE that upon the annexed affidavit 
of DAVID J. BERSHAD sworn to the 8th day or July 19/4, 
the exhibits annexed thereto, and al) of the prior pro- 
ceedings heretofore had herein, the plaintiff will move 
this Court on the 5th day of August 1974, or as soon 


thereafter as counsel can be heard for an Order: 


1. Declaring that this action shall proceed 


as a class action pursuant to Federal Rule 23; and 


2. For such other and further relief as to 


this Court may seem just and proper. 


DATED: New York, New York 
July 19 , 1974 


MILBERG & WEISS [ : 
\ 


- ‘ 
4 4 
, ee eT; Meee Se 
\ sncepaitigliacintimisatiatitn 


—~K Member of the Firm 
Attorneys for Plainciff 
One Pennsylvania Plaza 
New York, New York 10001 


By: 


TO: 


BREED ABBOTT & MORGAN 
Attorneys for Defendant 
Arthur Andersen & Co. 
One Chase Manhattan Plaza 
New York, New York 10005 
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MUDGE, ROSE, GUTHRIE & ALEXANDER 
Attorneys for Defendants: 
Charles Ginsberg, Jr., 
David Weintraub, Abraham 
Weintraub, Alan R. Carp, 
James P. Sandler, 
Stanley Frost, Edward 
Ginsberg, Noah Goldberg, John 
W. Hurley, Allan Lazaroff, 
Sanford L. Rosenberg, Heinz 
Schenider, Robert B. Segal, 
Martin Unger, Aaron Weintraub, 
and Sanitas Service Co.poration 
20 Broad Street 
New York, New York 10005 


NUTTER, McCLENNEN & FISH 

Attorneys for Defendant A. Theodore 
Barron 

75 Federal Street 

Boston, Mass. 02110 


SRIBERG, SRIBERG & BERMAN 

Attorneys for Defendant A. Theodore 
Barron 

140 Federal Street 

Boston, Mass. 02110 
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AFFIDAVIT OF DAVID J. BERSHAD IN SUPPORT OF MOTION FOR CLASS 


DETERMINATION, SWORN TO JULY 8, 1974 
284A 
UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 
PREG IES SS See icine dsb ae aneaatae 
JAY HANDWERGER, 
Plaintiff, : 73 Civ. 4832 (MIG) 
-against- : AFFIDAVIT IN SUPPORT 
OF MOTION FOR CLASS 
CHARLES GINSBERG, JR., et al., : DETERMINATION _ —_ 
Defendants. 
Re ON | aS SR he pee tar ee x 


STATE OF NEW YORK ) 
: $§8.« 
COUNTY OF NEW YORK) 


DAVID J. BERSHAD, being duly sworn, deposes and 


says: 


1. I ama member of the firm of Milberg & Weiss, 
attorneys for the plaintiff and I make this affidavit in 
support of plaintiff's motion for ciass determination pur- 
suant to Fed. R. Civ. P. 23 and Rule 11A of the Civil Rules 


of this Court. 


BACKGROUND 


2. The complaint herein (a copy of which is 
annexed hereto as Exhibit A) alleges that the defendants 
violated the provisions of Section 10(b) of the Securities 
Exchange Act of 1934, Rule 10b-5 promulgated thereunder 
and principles of Common Law. The defendants are Sanitas 


Service Corporation ("Sanitas"), a public company whose 


securities are traded on the American Stock Exchange; 
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Arthur Andersen & Co. ("Andersen"), a firm of certified 
public accountants who were the auditors of Sanitas during 
the period referred to in the Complaint; and the officers 


and directors of Sanités. 


3. During the year ending June 30, 1972, Sanitas 
was engaged in several different businesses through the 
operation of divisions and subsidiary corporations. One 
of these businesses was called the Detroit Industrial 
Laundering Business (which was sometimes referred to as the 
Economy Linen Service Division and which will be referred 


to herein as "Economy Linen"). 


4. Sanitas and the other defendants reported that 
Economy Linen sustained gross operating losses of approxi- 
mately $1,220,000 for the twelve months ending June 30, 
1972 and $386,000 for the twelve months ending June 30, 
1971. These increasing losses were a drain on the overall 
earnings of Sanitas and had a depressing effect on the market 
price of the securities of Sanitas. It would appear, that 
for the year ending June 30, 1972, Sanitas was doing quite 


well aside from the losses in the Economy Linen Division. 


5. The complaint alleges that the defendants 
schemed and conspired to artificially inflate and main- 
tain the market price of Sanitas securities by purporting 
to sell Economy Linen effective July 1, 1972 and leading 
the public to believe that Sanitas would no longer sustain 
any losses in connection with Economy Linen. It is alleged 


that the sale was illusory and that Sanitas continued to 
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bear the economic iisk of further operating losses in 
Economy Linen and that the inability of the purchaser tu 
resell Economy Linen would cause further losses in Sanitas. 


None of these facts were disclosed to the public. 


6. In connection with the “sale which was to 
take place as of July 1, 1972, the defendants set forth 
in the consolidated statement of income of Sanitas for the 
year ending June 30, 1972 an extraordinary item which pur- 
ported to reflect the entire loss to be sustained by Sanitas 
on the disposition of Economy Linen, in an amount of 
$2,729,248, which loss was ‘n addition to the loss of 
$1,220,000 from operations of Economy Linen. While the 
loss from operations of Economy Linen and the extraordinary 
loss to be sustained on disposition of Economy Linen had 
the effect of substantially reducing the net income cf 
Sanitas for the year ended June 30, 1972, it also .reated 
the impression that all of the losses and bad news in connec- 
tion with Economy Linen were behind Sanitas and that the 
future would no longer be marred by the poor operating results 


of that division. 


7. In fact, the purported sale of Economy Linen 
was to a limited partnership. The general partner was a 
corporation and the officers and directors of Sanitas 
were the limited partners. On information and belief 
the corporation which acted as the general partner had 
limited assets and was unable to pay the purchase obliga- 


tions incurred by the limited partnership. The limited 
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partnership sought to sell Economy Linen to third parties 
and when it was unable to do so defaulted on the terms of 
its purchase agreement vith Sanitas. This required Sanitas 
to report additional losses arising from Economy Linen of 


approximately $2,900,000 in early 1973. 


8. The initial publication of news that Sanitas 
was "selling" Economy Linen and that it would be treated 
as a “discontinued operation" was made on or about September 
21, 1972 in a letter which Sanitas sent to its shareholders, ®% 
including brokerage firms and members of the investment 
community. A copy of said letter is annexed hereto as 


Exhibit B. 


9. The first disclosure of the fact that Sanitas 
would have to report additional ivusses arising out of 
Economy Linen notwithstanding the purported "sale" of that 
division was made on oc about April 13, 1973 in a press 
release issued by Sanitas. A copy of that release is 


annexed hereto as Exhibit C. 


CLASS DEFINITLON 


10. This motion seeks an order pursuant to Rule 23 
declaring thac this action proceed as a class ac.ion on 
behalf cf ail those persons who purchased securities of 
San‘ctas during the period between September 21, 1972 
(first announcement of the purported sale of Economy Linen) 


and April 13, 1973 (first annourcement that Sanitas would 


be sustaining additional losses arising from Economy Linen) 
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and who sustained damages as a result of said purchases. 


1l. It is alleged that plaintiff and the class 
purchased securities of Sanitas through reliance on the 
inflated market generated by the aforesaid misrepresentations 
and omissions. The requirements of Rule 23(a) and 23(d)(3) 


are satisfied as follows: 


NUMBER OF CLASS MEMBERS 


12. Between September 21, 1972 and April 13, 
1973 Sanitas had approximately 7,500,000 shares of common 
stock and $8,205,000 in Convertible Debentures outstanding. 
Its securities were traded on the America Stock Exchange 
and it had approximately 7,500 shareholders in March 1973. 
It is apparent that the class consists of a great many 
persons and therefore is so numerous to make joinder of all 


uembers inpracticable. 


COMMON ISSUES OF LAW AND FACT 


13. In view of the fact that the misrepresentations 
and :.>..disclosures alleged in the complaint arose out of 
written letters, statements. and reports carrying through 
the same pattern of nondisclosure and inflation of earnings, 
with a consequent inflation of the market price of Sanitas 
securities, the issues of law and fact herein are common to 
all she members of the class. Among said issues are the 
failure to mke preper disclosure; the concealment of the 


true nature of Economy Linen sale; what the true effect 
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thereof would have been had they been properly disclosed; 


es a . 


the role and liability of the individual officers and 
directors of Sanitas; and the failure of Andersen, when it 
certified the June 30, 1972 statement, to insure that it 
complied with Generally Accepted Accounting Principles, 
Generally Accepted Auditing Standards and the principles 
of fair reporting of Sanitas' business and assets and 
operating results to the public investors. Also common 

to the class would be the issue of the measure of damages 


sustained by the class. 


TYPICALITY OF PLAINTIFF'S CLAIM 


14. Plaintiff's claim is typical of that of each 
member of the class he seeks to represent. He alleges that 
he was defrauded by the inflation of the market generated 
by the defendants' false and misleading financial reporting 
of the business, assets and income of Sanitas. All the 
other members of the class are alleged to have been similarly 
defrauded. Plaintiff's interest in the matter is the same 
as and is not antagonistic to the interest of any other 
member of the class. Plaintiff seeks the same damages for 
himself an¢@ for the class arising out of the unlawful acts 


and transactions of the defendants. 


ADEQUACY OF REPRESENTATION 


15. Plaintiff will adequately represent the 


class. He has retained attorneys who are experienced and 


active in the field of securities and derivative and 
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class litigation. Deponent's law firm has been engaged 

as lead counsel in many cases involving substantial public 
corporations, among them Dolly Madison Industries, Merritt 
Chapman Scott Corporation, Technology Fund, R. Hoe & 
Company Inc., Conde Nast Corporation, Data Processing 
Financial and General Corporation, Harvey Aluminum Corpora- 
tion, and others. The firm has played a leading role in 
many other well known litigations such as Texas Gulf Sulphur 
Corporation, Mill Factors Corporation, Dreyfus Fund, and 
others. The Courts have commented favorably on the 
expertise of your deponent's partners and his firm (See 
Feldman v. Hanley, 49 FRD 48, 51 (S.D.N.Y. 1969). This 
litigation will be pressed vigorously in the interest of 
the class. 


PREDOMINANCE OF COMMON QUESTIONS OF LAW AND FACT 


16. As set forth above there are issues of law 
and fact common to all the members of the class. Such 
issues predominate over any questions affecting only indivi- 
dual members. As set forth in the accompanying memorandum, 
individual proof of reliance is no longer required in an 
action such as this; even when it was required in older 
cases, such requirement was not a bar to class determination. 


The same is true of damages. 


THE CLASS ACTION IS SUPERIOK TO 
OTHER AVAILABLE METHODS = 


17. Class determination. *2 will result in 


obvious economies of time and expense and will prompt a 


uniform decision with respect to all members of the class 


vu RM 
throughout the country. In this case, class members whose 


claims are relatively small will have no particular 

interest in prosecuting separate actions. Without a 

class determination there is no practical way in which the 
class members can be or will be protected from the violations 
of the securities laws which Congress intended to protect 


the public. 


18. There will be no great difficulty in the 
Management of the instant case. There have been may similar 
cases involving violation of the Federal Securities Laws 
where class acrions have been sustained. This action 
presents the classic pattern of circulation of financial 
statements and other communications with the intent and 
knowledge that over-optimistic and inflated earnings would 
create upward pressure on the market price of the securities 
involved. The purchasers of the securities should be 
readily identifiable from the company's stock transfer records’. 
There will be no difficulties in management such as might 


be encountered in a mass consumer class action. 


NOTICE 


19. There is no problem with respect to notice 
in this case. The transfer records of Sanitas will list 
the name and address of all purchasers of its securities 
during the class period. Notice can then be sent to each 


class member by first class mail. 


20. When the Court determines that this is 


properly a class action, counsel can agree among themselves, 
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subject to the approval of the Court, as to the contents 


in form of notice to be given to the class. 


WHEREFORE, it is respectfully requested that the 
Court grant plaintiff's motion and declare that the instant 
action be maintainable as a class action, and further pro- 
vide that if counsel for the parties cannot agree on the 
contents and type of notice, subject to the approval of 
the Court, that the Court hold a hearing with respect 


thereto and take appropriate action. 


DAVID J. BERSHAD © 


Sworn to before me 


f 


this 4th day of July, 1974. 
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RUTH C. HADGIS 
NOTARY PUBLIC, State of New York 
No. 03 4508537 
Qualified in Bronx County 
MSs.un § s March 30, 197_: 


LETTER OF SANITAS SERVICE CORPORATION TO SHAREHOLDERS, DATED 
SEPTEMBER 21, 1972 


OQ. Ai “oO Oi run AitaAnvrotts: 
Was Mt iw <e  Serr Vie Co} wri avon 


pe 
’ 

151 V/ainut Street Ps 

Hartford, Conaccticut Telephone “Ta 

06120 (203) 549-2500 


to: 


September 21, 1972 


~~ 


Dear Sharenolader: 


n 
~ 

0 
as) 
i 


Z i11 be sone weeks yet =o our Annual Report 
for fiscal 1972 is in yous Acnds, i am using this medium cs a special 
interim report to ail Sanites shazchoicers. : 


The fiscal year ended Juné 30, 1972 has been much more 
than a record year for Sanitas Service Corporation. We did effect 
significant gains in revenucs w $74,899,952, an increase of 
t 


Wwresa wn 
be sy 
a 
oO 
Cc 
ar) 


16% over $64,574,569 in fiscal ° net earnings from continuing 
operctions increased 29% to $3,361,834 against $2,611,923 in the previous 
year and carnings per share increased 21% to $ .46 per share as compared 
with $ .38 per share in the prior pcrioc. 


You may have, by now, seen these figures in your newspapcrs— 


and there may be sonc questions as to the phrase "continuing operations a 
I feel thet you wisi be interested in the story "behind these figures" 
and in knowing why ve have chosen to sell one operation as well as what 
we have done ane are y doing to spur further corporate growth 


One of the responsibilities of corporate management is 
the constant recacn seit of rate phase of operations. This gocs far 
beyond overall budsctary planning, supervision of successful units and 
ensuring that sales and earnings targets are attained. 

When an operating unit is functioning at a substantial loss 
the duty of management is clear. It must stem the loss at the earliest 


practicable woment and decide on an alternative which is in the best 
interest of the corporation. 


We have ’ 


for some time now, been faced with this problem 
in the Sanitas family. Onl 


y one division - Economy Lincn Service of 

Detroit - has constantly marred the performance of our Industrial Laundering 
P) > 

Service Group which, cxclusive of Economy, contributes to our earnings. 


We have, for sow: time, considered the sale of Economy 
because of its record, its labor difficulties and its lackiustre potential. 
The final decisiun we have made to dispose of Economy was not taken lightly. 
Sac, in view of the achievements and the potential of other Sanitas 
wperaiions, we regard the reteation of Economy as simply unjustified. 
Concentrating management cfforts on spurring our overall growth rate is, 
we feel, considerably sore in the interest af our stockholders than tne 
expenditure of months or years of effort in attempting to improve a weak 


unit wiin indifferent prospects. 


To cite but 


y 
ei? 


our Solid & 


one of the fact 
agement Service Group has made such 


€ 
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ors motivating our decision, 
Ixranatic progress 


in a few years that, in fiscal 1972, it contvibuted $24,960,000 to 
revenues and $2,763,000 co pre-tax income. I an nop2ful thac we will be 
able to improve upon these figures significantly this year because, apart 
from intemsai svowth, we ave in the final stages of aegotiations for the 
acquisition of several cownanies in this field. Ti i expected tha 


announcements “3LSitions 


will be made 


the vital 


snerily. 


mnanagencat 


is justified, I feel, by the fact that it is being recognized 
as a critical problem whick is national in scope, wating results 
to date and by tie indicaticas we have for future > acquisitions 
which we will consusmate ace only one phase of our ec: einai: in this area. 
Also of cignificance are the recent study contracts awarded to oug Sanitas 
Technolozy and Developnente scusidiacy by the National Ceater for Resource 
Recovery and froin the Town of Brookline, iass., representing comprehensive 
anulyses of solid waste mavagenenat processes, recomzncadations and designs 
of moderna end efficient sysceus. These wrares underline, I feel, the 


soundness bas our conmitnment ta the fie 


nat 


1-760 


f solid waste management. 


represent another asnect of 


our work in the field of ccslid Tne Consuaat offers 

Bodzin, money-saving tecnunolesy t now - and installations ; 
of these units will be mecde in the next several months in such cities 

as Houston, Texas, Donaldsville, Louisiana and Hot Springs and North Little 


Rock, Arkansas. 


In acdition, we expect to commence during this fiscal year 
our own start-up operations utilizing our Consuaats to dispose of waste 
where it is generated, thereby sharply reducing disposal costs. 


Other "self~-s 


local operatious by ion" 


plan 


curing the 


£ our 


Lom 


ar will expand 
servi.ces in 


ye 


support 
2] et 


tt 


building aaintenance, securi -5t control services. Our growth 
in these areas will be paced by our abilities to fill vital needs and 
effect cconomies for clients in a greater number of cities and statcs 
than ever before. 

It is my hope that we can report substantial progcess in 
the next several wenths. “ith prospect s- for expansicn on a national 
6cexc So positive, I thiak you vill agree thet the suvordinationu of these 
Opportuatiices te gralnaged involvencat with Loom was not in the best 
interest of sha decs. « We nave, acecrdingly, entered into an Agpreemcnat 
which cives Senites the righe te seil, to a partnership iacluding Sanitas 
officers and directors, awestantially ajl assets of Feonory for $2,615,559, 
their net tarifol2 asset valve. The sale wiil be consuzancted on or beicre 
January 5, 19735 buc is effective as of July 1, 1972. We are accively seeking 

a sa)e of ECconouwy, and Cais way be made prior to January 5, to any quaiicicd 

purchaser otner thaa this partaership if the terms are more advantagcous 


Sanitas. 


to 


% 
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We view this decision as a highly constructive move which 
should be favoraviy vserlacted in our cammings for fiscal 1973. 


c I hope 
to report to you over the next few months, a number of corporzte news 
developacuts, ana significant > 


c steps taken to sustain and improve our 
rate of growth. 


Respectfully, 


SANITAS SERVICE CORPORATION 


President and Chicr Exzecutive Officer 
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PRESS RELEASE ISSUED BY SANITAS SERVICE CORPORATION, FOR RELEASE 
APRIL 13, 1973 


FOR: SANITAS SERVICE CO} ‘TLUN 51 WALNUT STREET, HARTFORD, CONNECTICUT 
CONTACT: HARLAN J. ROSEN ©: e (203) 549-2500 


FOR RELE nse ON FRIDAY, APE 3, 1973 
Sanitas Service Corporacion today announced that it has established 


a reserve of $1,400,000 for the estimated loss on a receivable which arose 
from the prior sale of its Detroit industrial laundering business to a 
limited partnership. The limited partnership includes among its partners, 
oificers and directors of the compny. The partnership, whose sole business 
is the operation of this laundry, has sustained hcavy losses from these 
operations and is selling the assets for prices,(not finally determined) , 
which, together with the partnership's remaining net assets, Will be sub~ 


‘ 
stantially less than the amount owed to the company. 


The company has also established a reserve of $1,500,000 for an 


estimated loss from the posed disposition of its limited purpose real 


prope rty w 


— 


lich housed the Detroit laundering facility leased t° the partnership. 


These reserves, aggregating $2,900,000 less the estimated applicable receras 


: 


income tax effect of $980,000, will result in an extraordinary charge to income 
of approximately $1,920,000 in the results from operations for the nine 

months ended March 31, 1973. The establishment of these reserves will not 
adversely affect the company's working capital or results from op rations 


before extraordinary items. 


mT, 
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AFFIDAVIT OF LAURENCE V. SENN, JR. IN OPPOSITION TO MOTION 
FOR CLASS DETERMINATION, SWORN TO SEPTEMBER 13, 1974 
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TES DISTRICT COURT 
ISTRICT OF NEW YORK 


JAY HANDWERGER, 
Index No. 
Plaintiff, 
73 Civ. 4832 (HFW) 
- against - 
CHARLES GINSBERG, JR., DAVID : 
WEINTRAUB, ABRAHAM WEINTRAUB, AFFIDAVIT 
ALAN R. CARP, JAMES P. SANDLER al — 
A. THEODORE BARRON, STANLEY 
FROST, EDWARD GINSBERG, NOAH 
GOLDBERG, JOHN W. HURLEY, ALLAN 
LAZAROFF, SANFORD L. ROSENBERG, 
HEINZ SCHNEIDER, ROBERT B. SEGAL, 
MAIN UNGER, AARON WEINTRAUB, : 
HARRi WEINTRAUB, SANITAS SERVICE 
CORPORATION and ARTHUR ANDERSEN 
& £0:; 


Defendants. 


LAURENCE V. SENN, JR., being duly sworn, deposes 
and says: 

1. I am an attorney associated. with Mudge Rose 
Guthrie & Alexander, attornevs for all defendants herein, 
excepting A. Theodore Barron and Arthur Andersen & Co. 

I am fully familiar with the facts set forth herein and 
make this affidavit in opposition to plaintiff's motion for 
a class determination. 

2. Plaintiff seeks to bring this securities fraud 
action as a class action on behalf of all purchasers of 
Sanitas Service Corporation securities between September 21, 
1972 (the date the first alleged misrepresentations occured) 


and April 13, 1973 (the date the alleged misrepresentations 


were disclosed). There are two types of Sanitas securities 


which were traced during the class period: common stock anc 
9% debentures convertible into common stock at $8.00 per 


3. Plaintiff purports to represent all pur- 
chasers between the aforementioned dates regardless of 
whether such purchasers still retain their securities 


and regardless of whether such purchasers bought common 


stock or debentures. Since plaintiff purchased only 


debentures during the class period (Complt. 45) and still 
| 
1; 
! 
retains them (Handwerger deposition p. 8) he cannot represent 
| 
; either (a) those who have scold their Sanitas purchases or 


{ 7 + = . . 
| (b) those who purchasec commen stock, since he is not 
' 


wu 


member of the classes comprised by such purchasers. 


4. Moreover, there is a substantial danger that 


l! the interests of the sole plaintiff herein, as a present 
{ 
| debenture holder, will come into conflict with the 


| interests of those with no present stake in Sanitas and 


1) 
\; 
' 

t 
| 
Vt 
' 


with the interests of those holding only common stock. 


As is apparent from the Sanitas Form 10-0 filing with the 


' 


| Securities & Exchange Commission for the quarter ending 
| ‘ 
' 


March 31, 1974, annexed hereto as Exhibit A, Sanitas has 
| 


| recently experienced declining fortunes, especially in 


llterms of net income. Additionally, Sanitas has found it 


necessary to request forbearance from its major creditors. 


OO OOO Sl Oa mw OSs 
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(Exhibit B). Although there is no present estimate of 
the amount of damages which plaintiff's purported class 
may recover herein, it is~obvious that any substantial 
recovery would seriously reduce the value of Sanitas 
securities. 

5. It is submitted, therefore, that plaintiff's 
continuing interest in Sanitas bars him from representing 
those with no such present interest and that his preferred 
position as a debenture holder prevents him from represent- 


ing common shareholders. 


A 
. ay a 
M4 If > f thes 


Laurence V. Senn, Jr. 


Sworn to before me this 


|, 13th day of September, 1974. 


odd + bens. 
Notary) Public 
HAROLD F. DEGENHAROT 
‘| Notary Public, State of New York 7 
! No. 43-4518343 Qual. in Richmond Co. 
Cert. filed in New York County 
Commission Expires March 30, 197% 
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Woshington, D. C. 20549 


FORM 10-Q 


d hi | LS; Commission file numb-r _1-6131 


Connecticut 


State or other jurisdicti of 


incorporation or organization) fication No.) 


151 Walnut Street, |] 


(Address of principal executive office) 


: ' ‘ * : P 9+ ncr 
Registrant's telephone number, including area code _ (203) °549-25%0 : a 


Indicate by check mark whether the registrant (1) has ire 
to be filed 3_or 15 (Gd) of the Securities | uring 
the prec ; aC xr su *h shortes period t e— 
quired to poses nd (2) bas | enent 


SERVIC CORPORATiON AND SIDE! 


‘ VAG 
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Profit and Loss Information 
PART A 
For the Nine Mo ths 
farch 4), }é 

Operating revenues $81 013 
Other income (expense), net (542) 
Lost and expei es: 

Operatir expense 64,825 

Selling, geé ral administrative 

expel . 12,8 +5 
Inters expense 3,110 
Total c ud expense 80,77 

Income (1 ‘fore loss on disy{ tions (797) 
Luss on dis; i (690) 
Incor (l« ) re Fed 1 taxes: 

in c (997) 
Pro ion for Federal taxes on incom . 

Het Income (teas) $_ (997) 
N rar’ (loss) ps re ®ased on 

9,032,865 8,809,5 shares, 

esptctiv ) S €.3h3 
Di ends per share None 
Notes: 

1. This informati is unaudited and has been prepercd from tl 
of the Cory ition and reflects, in the opinion of the ( ration 
necessary to fair statem of the results of operaticns for the 

2. As oris illy reported, reverues and net income f the nine 
March 31, 1973 were $74,654,788 aad $907,641, respectiv: ly. Thes 
the establishzent of a reserve of $1,920,000 tor the net loss to b 
the disposition of thc orporation's then wholly-owned subsidiary, 


- 


56,302 


12,029 


? 
2,287 


; 70 61 § 
4,055 


(2,900 ) 


ec 
2 


l, 


(967) 


$ .09 


boo! ud re 

9 all adjuntms f 
interim perio 

T ouths eT fed 
fipures incluced 
realized upor 
Fconony Liner 


Service. These results have been restated to reflect acquisitions for which the 
accounting treatment wis changed from a pooling of interest to a purchase and the 
reversal of an investment tax credit, which was not used. For the fiscal year ends d 


1973, the Corporation sustained a net loss of $1 
charges of $7 


» 292,611, 
terial 


June 30, 


material ,051,000. A major portien of sucht 


after recording 


. 


charges are te 


% 
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Llocable amongst th rherim pot ‘a3 and, therefore, the results for the nin 
mouth pertod ended Merch 31, 197%, . restated, are not truly comparable. § ‘1 
rage mutter of shin outstanding for the nine nonths ended Narch 31, 1973 has 
beea adjusted for she ubsequcai ly issued upon tie cceurrence of the events 
which are the subject of conti t share delivery apree.cnts. 

3. Net incowe as previously re ted for the six month period ended December 
31, 1973 was $198,090 or 2¢ per shire. The net loss for the three wonths ended 
March 31, J°74 inelude:ss charges te income of $609,000 Cor the anticipated loss 
to be sustained upon the disposition of the Corporation's waste hauling operations 
located in Detroit, Michigan, and $5%0,000 charg:d to income for the loss antici- 
pated to be sustained in connection with the settlemcut of a contractural dispute 
at Booth Seivices, Inc., (the Corporation's wholly-ovne2l subsidiary engaged in 
pipeline construction). 

. In addition to the hove charges, the results for the nine vonths ended 
Mareh 31, 1974 reflect evating | es jucerre rot discontinued ond to be 
discontinued operations aggregation; $853,000 on revemies of $4,370,000. For 
the quarter ceded March 3], 1974, ti » Jo: 5s acerepatcd $430,000 on revenues 
of $855,000. Additionally, the reserves established for losses on dtspasition 
in the amount of $300,099 «t Deer r 31, 1973 have Geen utilized during the 
third quarter. No federal inco to. benefit has been recorded siuce the us 
of the current years net operatinr,, loss is dependent on future taxable incorie. 
Alihbough th: quarter ending June 39, 1974 is estimated to result in an operating 
profit, the results for the twelve ronths ending June 30, 1974 are cstimated to 

| a net la: . 

4. The holder of the Corporntion's $3.7 millica equinsent loan (not part of 
the Corporation's $13.6 million credit apre nt Joan) { iwreed to defer tl 
woturity of such loan. This errangerent supercedes the Corporation's prior 
comitment, previously disclosed, to supply the lender, on or before May 6, 

1974, with bouafide ¢ iment to repay the loan within a reasonable time 
thereafter. Additions lly, another bank hes agreed to participate with the 
original holder in the loan to the extent of $600,000. The Corporetion com- 
menced the smortization of the loan at a rate of $100,000 per month for a 32 

‘ month period on April 26, 1974. Five hundred thousand dollars ($500,090) of the 
( inal indebtedness was paid in February, 1974, reducing the outstanding prin- 


i > 
~~ > 


$3,700,C00. The $506,000 wis borrowed from another lending 
institution, and is being repaid at the rate of $100,000 per month from Febru 
L974. 


1 to waive a possibl¢ 


ce 


As previously reported, the banks had been req 
violation of the credit agreement's current ratio recuirewent which may have 
3.7 million cuuipment loan. The 
required ratio is 1.1 to l. As of March 31, 1974, the current ratio is 1.0] 


isen duc Oo the ¢ it maturity of the 


to t., and the waiver of the requirement cortinues in effect. 
5. Net jacome per share amounts are bascd on the average number of shares 


outstanding during the pertods together with shares which are issuable due to 


the market price of the Corporation's stock or the increased earnings of certain 
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purchased businesses. Net income per share would not be materially diluted by 

i iti shares which would have been outstanding had (a) those 

res, which have not been included jn the calculation, 

ipon current carnings levels of certain subsidiaries, 

to purchase conmon stock been exercised during*the year 

such exercise were used to acquire treasury shares at 
ighe rage market price during the year or the market price at 

the end of the year, and (c) the 9% convertible subordinated debentures been con- 


7 


verted into covmon stocl:. 


FORM 10-Q 
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Capitalization and Stockholders’ Equity 
larch 31, 1974 
PART B 
Debt 

Short-Term Loans, Notes, etc. $6,892,547 
Long-term devt: 

Convertible subordinated debentures 8,205,000 

ects 


ving credit notes payable to banks 
at 1.254 over prime 4,000,000 


: i tain ea 
Total Debt 


Common Stock, issued 9,176,789 shares and 


cutsteanc it e, te Bi 67 shares $16 287,946 


Palance at beginning of current fiscal year (Restated) 


Bal e at end of inte period 
Total sto Ide * equity 
Notes: 

1. Issued shares include 220,922 shares issued into escrow in connéction 
with certain acquisitions which will be released upon the fulfillment of 
contingencies. 

2. There are 3%4,681 shares reserved for issuarce under the Corporation’ 
Qualified Steck Ontion Plan, 25,325 shares reserved for issuance under the Corp- 
oration's Key Management Stock Bonus Plan, 147,800 shares reserved for issu 

. . ' ’ * . J . vr) a A “a7 + 
under the Corporation's Non-qualified Steck Option Plen, 76,264 shares reserved 
for issuance in connection with certain acquisitions which will be issued upon 


the fulfillment of certain contingencies, and 1 ,025,625 shares reserved for 
issuance upon conversion of debentures. 

4. The 9% convertible subordinated debentures, cue in 1990, are convertible 
into the Corporation's common stock at $8 per share. 

4. Included in long-term debt is $6,351,851 due within one year. The 


1. 1974 was 9-1/2%. Maturities on long-term debt extend 


prime rate at March 3 
through 1992. 


> 
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SAN! > SERVICE CORPORAYION AND SUDSADIARIES 
PART 


During the fiscal quarter ended March 31, 1974, no securities of Sanitas 


Service Corporation were sold, which were not registc red under the Securities 
AGE of 033. 
Sif 
Pursi E to: eb equiret the Secu i Act of 1934, ti 
4-} 1 " “ 
rcs tré ly c th report ) t 4 t ‘ lf by the 
undersis her a | luly auth L (ie 
SANITAS SEV ¢ ORATION 
( ‘ 7 
nN i a Nie. > 


Al A. Ke Cary ’ Pre sident and Chieil 


Fe:ccutive Officer 
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THE WALL STREET JOURNAL - THURSDAY - FEBRUARY 14, 1974 


Sanitas Requests Delay 
In Payments to 4 Banks 
On $14.3 Million Loan 


By a WALL STREET JOURNAL Staff Reporter 
HARTFORD, Conn.~Sanitas Service Corp. 
said it has requested a delay for principal and 
| interest payments due March 31 to four banks 
| to which Sanitas owes $14.3 million. 

Sanitas said it asked for the delay because 
it isn’t certain it could come up with the $250,- 
000 in springs pal and $400,000 in interest due 
then. The four banks are First Pennsylvania & 

| Trust c ‘o., Philadelphia; Industrial National 

| Bank, Providence, R.I.; Union Bank of Califor- 
ni and American Bank & Trust Co. of New 
|Yo 


The delay request is the latest in a series of 
problems for the waste control and builc.ng 
maintenance concern. Trading in the compa- 
ny stock, which is listed on the American 
Stock Exchange, was suspended for two 
months last year by the Securities and Ex- 
hanee Commission, and last November the 
SEC tified Sanitas that the agency was in- 
vestigating several of the corporation's affairs, 
including the possibility of insider trading in | 
Sanitas securities. 
Saritas also said it has asked the four banks 
to waive a possible violation of the a 
agreement under which it owes the $14.3 m 
7] lion. The possible violation involves a decline | 
in the company's asset-to-liability ratio to 1 or | 
to one, which is under the 1.1 to one required 
by the agreement. Sanitas said the required | 
ratio would be restored if it refinances a $3.7 
million equipment loan that has matured 
Sanitaa also said that for the first half, | 
yded Dec. 31, its profit fell sharply to $198,000 
1r two cents a share, from $2 million, or 23} 
‘nts a share. Revenue rose a bit to $55 million | 
from $80 million, Sanitas said. 
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SUPPLEMENTAL AFFIDAVIT OF LAURENCE W. SENN, JR. IN OPPOSITION 

TO MOTION FOR CLASS DETERMINATION, SWORN TO SEPTEMBER 20, 1974 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 14 


JAY HANDWERGER, 


Plaintiff, : Index No. 73 CiwW 4832 
(HFW) 
- against - 

CHARLES GINSBERG, JR., DAVID : SUPPLEMENTAL AFFIDAVIT 
WEINTRAUB, ABRAHAM WEINTRAUB, a inal sat 
ALAN R. CARP, JAMES P. SANDLER, 
A. THEODORE BARRON, STANLEY FROST, 
SDWARD GINSBERG, NOAH GOLDBERG 
JOHN W. HURLEY, ALLAN LAZAROFF, 
SANFORD L. ROSENBERG, HEINZ 
SCHNEIDER, ROBERT B. SEGAL, 
MARTIN UNGER, AARON WEINTRAUB, 
HAF Y WEINTRAUB, SANITAS SERVICE 
CORPORATION, and ARTHUR ANDERSEN 
& CO., 


Defendants. 


LAURENCE V. SENN, JR., being duly sworn, deposes and 
says: 

1. I am an attorney associated with Mudge Rose 
Guthrie & Alexander, attorneys for all defendants herein, 
excepting A. Theodore Barron and Arthur Andersen & Co. I am 
fully familiar with the facts set forth herein and make this 
supplemental affidavit in opposition to plaintiff's motion for 
a class determination. 

2. We have previously submitted a memorandum of law 


and supporting affidavit in opposition to plaintiff's motion 


for class determination. 
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3. Our opposition to the class herein was based, 


in part, upon the substantial danger that the interests of 
plaintiff, who had purchased only debentures during the 

! 
class period and who still retained them, might come into 
conflict with the interests of those members of the class 


who have nc present. stexe in Sanitas or who hold only common 


| stock. The prior affidavit referred to the present financial 
1 

i] 
}! 


| 
} 


situation of Sanitas es supporting the liklihood that this 

conflict would become a problem. 

{ 4. Since that afficavit was filed, additional infor- 
mation has become available which should be before the Court 

in connection with this motion. In a press release dated 

tt 


|| September 17, 1974 (annexed hereto as Exhibit A) and a Wall 


i Steet Journal article of September 18, 1974 (annexed hereto 
| as Exhibit B), it is reported, among o.*“r things, that for the 


! 
' . . . . . . . 
'' fiscal year ending June 30, 1974 Sanitas has preliminarily 


| 
| 
' 


|} shown a net loss of $5.5 million on revenue of $106 million. 


| It is also reported Sanitas is unable to meet the principal 

| and interest requirements on its major debts. | 

1 

i 5. This additional information reinforces our 

|| conclusion that plaintiff's continuing interest in Sanitas bars 

| him from representing those with no such present interest and 
that his preferred position as a debenture holder prevents him 


' from representing common shareholders. 


Laurence V. Senn, Jr. 


Swo to before me this 
7 70 Gay of September, 1974. 
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STREET JOURNAL - SEPTEMBER 18, 1974 


E tT Jucena 7 Reporter 
HAP.T?TORD, Cunn. — Saritus Service 
Corp. s2id preliminary results for its fisecs 
year ended June 39 show a n2t loss of $5.5 
yn revenue of $106 million 
he nine mor S3 ended March 3! : 
reported a $997,000 nat loss on rev-} 
e enue of $31 million. The difference between 


the two sets of results stems from $1.5 mil-; 
jlion in charges in the fiscal fourth quarter 
| The waste-control and building-maintenance: 
concer said these charges reflect a $1 mil | 
jlion pretax loss reserve on disposition of} 
|certain operations, an additional $500,009 re-| 
serve, a write<iown of about §2 million in! 
assets, other additional reserves of $750,0% 
and retrosnective insurance adjustments of 
$200,000. 

For the 1972 fiscal year, the net loss was 
$1.3 million on revenue of $99.1 million after) 
charges of $2.1 million. 


The company said this year’s losses are 
based on the sale of certain operations. Aj 
pretax gain of about $1 million from the 
July 21 sale of its three California. incus- 

, trial-laundering operations will be reflected 
in earnings for the fiscal first quarter ot| 
1973. The company is also scheduled to close} 
tive more operations by Sept. 30 and should 
receive about $1 million in cash proceeds, it 
| said. 


Sanitas said it isn’t able to meet the prin- 
cipal and interest requirements on its maior! 
debts. It plans to use part of the cash trom! 
this month’s dispositions to pay a “$425,000 
bank-loan interest payment due Sept. 30 and 
a $269,225 interest payment due Oct. 1 on its} 
%% convertiole subordimated debentures. 


The company added that it isn't certain! 
whether the dispositions will ‘‘be completed | 
on a timely basis to permit the payments.” 
It also said it’s meetinz ‘th four banks ‘o) 
try to restructure its $1... snillion loan atter| 
the balance is reduced through the sale of; 


additional operations. } 


The four banks are First Permsylvarmia[ 
\Sanking & Trust Co., Philadelphia; Ind:s-| 
trial Natioral Bank, Providence, R.I -| 
Union Bank of Califomia, and American! 
Bank & Trust Co. of New York 


Trading in the company’s stock, whica ts 
bag ' 
listed on the American Stock Exchange, w23, 
porary halted yesterday pending re-f 
: Sanitas’ audited earnings for fiscal! 
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AFFIDAVIT OF DAVID J. BERSHAD, SWORN TO OCTUBES Uy 


UNITED STATES DISTRICT COURT 
SOUTHERN DISTRICT OF NEW YORK 


- - - - - - - - - - - - - - - - x 


JAY HANDWERGER, 


Plaintiff, 
73 Civ. 4832 CHFW) 
- against - 
CHAKLES GINSBERG, JR., et al., AFFIDAVIT 
Defendants. 
— — - — a — = — — — — = _— — — _— x 


STATE OF NEW YORK ) 
> SS.: 
COUNTY OF NEW YORK) 
DAVID J. BERSHAD, being duly sworn, deposes and 
says: 

1. I am a member of Milberg & Weiss, attorneys for 
plaintiff in this action and I make this affidavit to 
bring before the Court facts with regard to the numerosity 
of the class plaintiff seeks to represent herein. 

2. I have caused a brokerage firm, which is a member 
of the New York Stock Exchange, to advise me of the trading 
vclume of the Sanitas' convertible debentures which are one 
of the secusicios eovered by this class action. That firm, 
Prescott, Ball & Turbin, has advised me that during the 
period between September 21, 1972 and April 13, 1973 there 
were approximately 2,094 debentures of Saaitas which were 
traded on the American Stock Exchange ("AMEX") bond market. 
Assuming that the average purchaser bought 10 debentures 
and it is respectfully suggested that that is a high average, 


there would be more than 200 class members who purchased 


debentures. During the same period approximately 978,000 


shares cf common stock of Sanitas traded on the AMEX. 
Assuming the average purchase to be 200 shares, and, again 
it is respectfully suggested that this is a high average, 
there would be close to 4,000 persons who purchased the 
common stock. 


3. The trading in debentures and common stock 


referred to above was relatively evenly distributed 
throughout the period, which period encompassec a 


ximately 140 trading days ing to the conclusion that 


a great many different people bought the Sanitas securit 
4. Based on the foregoing, it seems apparent to 
me that the numerosity requirement of Federal’ Rule 23 i 
met in this action. 
5. At the present time, I am advised, there is a 


trading halt in the securities of Sanitas on 
gz 


that, with great difficulty, said securities might be sold 


in the over-the-counter market for nominal amounts. As 
of Oc her c 19072 there w«* no bid what: ever for th 
( r 25, 1974, there was no bid whatsoever for the 
common stock which was offered at approximately $.37 per 
share and the bid for the debentures was approx ately 


face amount. From the foregoing, it 
is clear that the cla nembers have sustained literally 
millions of dollars of damages resulting from the decline 
the the market price of Sanitas securities. This action 
is their only avenue to obtain a hearing on the merits of 
their claims and an award of damapes. If class action 
status is denied, these purchasers of Sanitas securities 
will have been effectively foreclosed from an opportunity 


to be heard in Court 
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ee ae ge 
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DAVID J. BERSHAD 
Sworn to before me this | 


“(4 


3c day of October, 1974. 
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Memorandum Decision of Judge Werker, 
Dated January 2, 1975 


Henry F. Wenrker, D. JJ. 


Plaintiff has moved pursuant to Rule 23 of the Federal 
Rules ot Civil Proced ire for an order « 


action shall proceed as a class actio The complaint al- 


eclaring that this 


leges violations of section 10(b) of the Securities and Ex 
change Act of 1934, 15 U.S.C. “78i(b): Rule 106-5, and 
common law fraud. Jurisdiction based on 15 U.S.C, 


78aa and pendent jurisdiction 


BACKGROUND 


The plaintiff is the purchaser of $5000 in convertible 
debentures which were purchased on January 23, 1973. He 
sues on behalf of himself and all other purchasers of Sani 
tas Service Corporat on ecuritic during the period be 
tween September 21, 1972 and April 13, 1978. Proposed 
class members would include: (1) purchasers of debentures 
during the material period who are still holders as is plain 
tiff; (2) purchasers of debentures during the material 
pe’ od who have sold the same whether during the period 
or subsequent thereto; (3) purchasers of common stock of 
Sanitas during the material period who still are holders; 
(4) purchasers of common stock during the materia! period 
who sold during or after the material period. 

The gravamen of the complaint is to the effect that 
Sanitas during the material period and during the year 
ending June 30, 1972 was engaged in several different 
businesses through the operation of divisions and sub 
sidiary corporations. One of these businesses was called 


Detroit Industrial Laundry Business which was also known 


as the Economy Linen Service Division. For the 12 months 
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ending June 29, 1971, Economy sustained a loss of $386,000 
and for the 12 month period ending June 30, 1972, losses 
of approximately $1,290,000. These losses were a drain 
upon Sanitas and had a depressing effect upon Sanitas 
seer rities market value. The complaint charges that Sani- 
tas | the individual defendants schemed and conspired 
to inflate and maintain the market price of Sanitas secu- 

s by purporting to sell Economy Linen effective July 
1, 1972. Thus investors were led to believe that Sanitas 
would no longer sustain any losses in connection with Keon- 

my Linen. It is alleged that the ‘sale’ was illusory and 
that Sanitas would be required to bear the risk of further 
operating losses. In addition, the inability of the pur 
chasers to sell Economy would cause further loss to Sanitas. 
The consolidated statement of Sanitas for June 20, 1972, 
purported to reflect the entire loss on the sale in the amount 
of $2,729,249, which was in addition to the loss of $1,220,000 
from the operations of Economy. Thi while reducing the 
net income of Sanitas for the year 1972 also created the 
impression that all of the losses in connection with Kconomy 
was behind Sanitas and that the poor operating results of 
that division would no longer blemish the-earnings of 
Sanitas. 

The sale in fact was to a limited partnership consisting 
of Sanitas officers and directors and a corporate partner 
which had limited pssets and was unable to pay the pur- 
chase obligations incurred by the limited partnership. The 
limited partnership subsequently defaulted in its oblig: 
tions to Sanitas and this required Sanitas to report addi- 


tional losses of approximately $2,900,000 arising from 


Economy early in 1975. The disclosure of the sale was 
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made about September 21, 1972, in a letter to stockholders, 
brokerage firms and members of the investment community. 
The disclosure of additional losses was made on or about 
April 13, 1973 in a press release issued by Sanitas. These 
are Lhe effective dates requested by plaintiff for determina- 
tion of the class action. 


> 
) 


Tue REQUIREMENTS OF RULE 2 


During the period involved approximately 2094 deben- 
tures and approximately 978,000 shares of the Sanitas 
corporate securities were traded on the American bond and 
stock markets. At an average of 10 debentures per person 
and 200 shares per person this would mean that a class of 
290) debenture holders and 4000 stockholders would be 
created. This would lead to the conclusion that the first 
requirement of Rule 23(a), that the class is so numerous 
that joinder of all members is impracticable, has been 
satisfied.' There is a trading nalt in the securities although 
they may be sold over the counter at approximately $150 
per $1000 face value for the debentures and $.37 per share 
for the stovk. 

Certa‘aly whether it be with respect to the debentures 
or the shares of defendant Sanitas there are questions of 
law and fact common to the class.2 These would involve 
without limitation whether the alleged representations with 


respect to the sale of Economy were materially misleading; 

1. Plaintiff need not show the exact number of class members 
See, e.g., Dolqow v Indersen, 43 F.R.D. 472 (E.DIN.Y 1968) ; 
Fischer v. Kletz, 41 F.R.D. 377 (S.D.N.Y. 1966). 


2. Class actions are particularly appropriate in cases, such as 
the case at bar, where violations of the federal securittes laws are 
involved. See Advisory Committee Note to Rule 23, 39 F.R.D. at 103 
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whether the omissions were similarly so; whether there 
was scienter on the part of the persons mM control as to the 
effect of the agreement of sale; and whether those persons 
indeed conspired to cause that effect, i.e., to aintain or 
inflate the market value of Sanitas securities. 

The claims or defenses of the representative parties 
are typical of the claims or defenses of the class. I can 
the claims of the 


see no substantial difference between 


debenture holders and the shareholders in the posture of 


this case... Both are seeking damages to recoup the losses 

3. Compare Green v. Wolf ( 406 F.2d 291 (2d Cir. 1968) 
cert denied, 395 U.S. 977 (1969) ; and Fischer v. Kletz, 41 F R.D. 377 
(S.D.N.Y. 1966); and in re Cor lated Pretrial Proceedings im 
Ampex Securities Cases, Docket No. | 72-360 (N.D. Cal. April 10, 
1974): and In re Ceasars Palace & rities Litigation, CCH See 
L. Rep. $94,005 (1.D. Pa 1973), with Dole nderse} py 
and Herbst v. Able, 45 FAR.D. 451 (S.D.N.Y. 1968) ; and Carlisle v 
LTV Electrosyst 54 F.R.D. 237, 239 (N.D. Tex. 1972) If, 
during the proce of the litigation, questions of conflict of 
or adequacy of representation develoy then subelasses could be 
formed pursuant to Rule 23(c) (4 

Defendants also seck to limit the cla to those who still hold 
their Sanitas Securits nd Wd elimina se who have already 
old their securit Defendants cite / Ilorld Foreign Cars, In 
\ Ifa Nome ).P.A., 55 F.R.D. 26 (S.D.N.Y. 1972) (adverse in 
terest between an exfranchisee and current ichisees), and Il’ood \ 
Rex-Noreco, Inc., 61 F.R.D, 669 (S.D.N.Y. 1973) (ee nflict between 
a substantial equity holder and those who have uready sold), The 
crux of defendants’ argument is that those security holders who still 
own Sanita ive interest in tl viability of 
the corporati t ho ha tlready ld are only in 
terested in co yr Phi precise iryvieni has recently 
been rejected Metznet ! ladoni \ Denison Mines 
Limited, 63 § (S.D.N.Y, 1974) There, here, no genu- 
inely antagonisty tt ts existed ( ( Guittinan Vv. Braemer 
§1 F.R.b. 537 (S.D.N.\ 77 8] Chere as here Jand unlike H/o¢ ty}, 
the plaintiff did not have a substantial equity interest in the corpo- 


ration, 
Further attempts to limit the class by eliminating those members 
who purchased after September 21, 1972, but sold prior to April 13, 


1973 (the date of disclosure of additional losses) must also fail. De- 
fendants argue that losses sustained by those who sold prior to April 
(footnote continued on next page) 
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suffered allegedly by the misrepresentations and omissions 
of the defendants. It may be true that debenture holders 
have first call as creditors and those shareholders still re- 
taining their shares are inter sted in continued corporate 
operation, but that difference in rights in the event of in- 
solvency eannot prejudice the separate and independent 
rights of redress for fraud. The differences in damages 
are not relevant to the determination of whether the remedy 
may be pursued as a elass action. Similarly the attack 
upon the plaintiff upon the ground that he has a special 
interest by way of relationship to the Chairman of the 
Board and President of Sanitas and that  s a debenture 
holder he cannot represent the classes earlier outlined be 
cause of an assumed conflict must fail. The plaintiff’s 
debentures in no way represent a significant portion of 
the issued debentures—five thousand as opposed to face 
value eight million two hundred thousand. The contention 
that a relationship of cousin by marriage without any evi 
dence which would convert plaintiff into an ‘‘insider’’ by 
disclosure of inside information is completely untenable. 
This court is not persuaded at this juneture that plain- 
tiff could not fairly and adequately protect the interests 
of the class. There is of course the possibility that as 
discovery proceeds another result would be desirable, but 
there is a provision in the class action order which re- 
serves to the court the right to amend or designate sub 
classes in the event that proves necessary. See Rule 


93(e)(4). Plaintiff’s counsel would from the record ap 


13, 1973, cannot be attributed to any misrepresentations or omissions 
However, a purchase vho bought after September 21, 1972 may 
have paid an artificially high price and could have suffered damages 
equal to the differences between the artificial price and the true 
market value of the stock 

. 
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pear to be competent and able toe pursue this litigation 
diligently and is consequently designat*d as lead counsel. 

I also find that common que tion of law and fact pre- 
dominate over individual cases. The defendants argue that 
proof of individual reliance of each class member is neces- 
sary and therefore the con.non questions do not predom- 
inate. The complaint alleges both misrepresentations and 
omissions. The requirement of providing individual re- 
liance in cases involving omissions was eliminated in 
Affiliated UTE Citizens vy. United States, 406 U.S. 128 
(1972). Even in cases involving misrepresentations, indi- 
vidual questions of reliance have not prevented the forma- 
tion of aclass. See, ¢.g., Green v. Wolf Corp., supra; Mer 
say v. First Republic Corp., 43 F.R.D. 465 (S.D.N-Y. 1968) ; 
Herbst v. Able, supra, 

No objections have been raised relating to questions of 
management of the action and notice to all class members. 
This is not a ‘‘massive consumer-type’’ action. In this 
securities fraud case, a class action is clearly superior to 
any other method of conducting the litigation. 

Defendant Andersen’s contention with respect to a lim- 
itation of its liability as to any facts coming to light after 
September 14, 1972, the date of its opinion, may be decided 
at a later time. It has no relevancy to the question of the 
class action determination. 

Plaintiff’s counsel is to submit an order in accordance 
with this decision and in the form recommended in the 
Manual for Complex Litigation £1.45 at 159 together with 


a form of notice and; form of exclusion request. 
So ORpERED. 


Dated: New York, New York 
January 2, 1975 


Henry F. Werker 
U.S. D. J. 
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THE SECOND CIRCUIT OF DEFENDANT ARTHUR ANDERSEN & CO., 
DATED JANUARY 31, 1975 

UNITED STATES DISTRICT COURT 

SOUTHERN DISTRICT OF NEW YORK 654A 


JAY HANDWERGER, 


Plaintiff, 


-against- : 73 Civ. 4832 (H.F.W.) 
| CHARLES GINSBERG, JR., DAVID $ NOTICE OF APPEAL \ 
|| WEINTRAUB, ABRAHAM WEINTRAUB, 


l A. THEODORE BARRON, ALAN R. CARP, 
|} JAMES P. SANDLER, STANLEY FROST, 


7 
HI EDWARD GINSBERG, JOHN W. HURLEY, 
| NOAH GOLDBERG, SANFORD L. 
| ROSENBERG, ALLAN LAZAROFF, HEINZ 
|| SCHNEIDER, AARON WEINTRAUB, 
|| ROBERT B. SEGAL, MARTIN UNGER, 
i SANITAS SERVICE CORPORATION, 
| HARRY WEINTRAUB and ARTHUR | 
ANDERSEN & CO., | 4 
} De iendants 
i 2 $ | 
SS aphclbah ais sniatae Whcade kdllip ly vas sacale sce ak Ada Ge el ee an ae y 
{ x | 
j 
Ss 2 RS 
NOTICE IS HEREBY GIVEN, that defendant Arthur Andersen; 
| & Co , a defendant in the above-captioned action, hereby appeals| 
to the United States Court of Appeals for the Second Circuit 
| from the Order of the Honorable Henry F. Werker entered in this 
H 
} 
action on January 2, 1975, granting plaintiff's motion for clas 
determination pursuant to Rule 23 Fed. R. Civ. 
| 
Dated: New York, New York | 
January 31, 1975 
BREED, ABBOTT & MORGAN 
Attorneys for Defendant } 
i Arthur Andersen & Co. 
i Office and P. 0. Address 
One Chase Manhattan Plaza 
| New York, New York 10005 ¥ 


By /s/ JAMES D.2iR in 


A Member of the Firm — 


Of Counsel: 


i Charles W. Boand, Esq. 

| WILSON & McILVAINE 

135 South LaSalle Street 
| Chicago, Illinois 60603 
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MILBERG & WEISS, ESQS. 
Attorney for Plaintiff 


One renns Vania Piaza 
New York, New York LOOOo1 


MUDGE ROSE GUTHRIE & ALEXANDER, 
Attorneys for Sanitas and all 


Appearing ndividual Defendants 
-0 Broad Street 
New York, New York 10005 
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FOR THE SECOND CIRCUIT 


JAY HANDWERGER, : ' 
Plaintiff-Appellee 
-against- 
CHARLES GINSBERG, JR., et al., : ON PERSON IN CHARGE 
Defendants 
ARTHUR ANDERSEN & CO., 


Defendant-Appellant 


spiel : 
5 TA ) YEW YORK ) 

ss 
SAT TRI > wen vADY 
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HARRY KING being duly sworn, says: I am 


employed in the office of Breed, Abbott & Morgan, 1 


‘2 


MA 


lanhattan Plaza, New York, N.Y. 10005, attorneys for the 


defendant-appellant in the above action. 


On the 14th day ofMarch, , 19 75, between t 


ne 
hours of 9:30 a.m. ang 5:30 P.M., I served the annexed 


JOINT APPENDIX 


yn the attorney(s) listed below by delivering the same to and 


leaving the same with the person in charge of said office(s). 


Milberg & Weiss, Esqs., Attorneys for Plaintiff-Appellee, 
Jay Handwerger, One Pennsylvania Plaza, New York, N.Y. LOO 


Mudge, Rose, Guthrie & Alexander, Esqs., Attorneys for all 
defendants except Arthur Andersen & Co., 20 Broad Street, 
New York, N. Y. 


’ 
Sworn to before me this VA fl 
14th day of March, 1979 MAE ALA \ L419 
F rris . WATROYS 7 Se ee Se A a a Lj ee gags 
Mora 57] ee eee HarryAlng 
iA Ae tek Terld . 
i. F : vate 
Cart Pea i 
Comm. y 


